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Chairman Ron Jones
Tennessee Regulatory Authornity

460 James Robertson Parkway 5 =020

Nashville, TN 37243-0505

RE: Application of Sprint Nextel Corporation for Approval of the Transfer
of Control of United Telephone-Southeast, Inc.; Sprint Long Distance, Inc.;
and Sprint Payphone Services, Inc. from Sprint Nextel Corporation to LTD
Holding Company

Dear Chairman Jones:

Enclosed for filing please find one original and thirteen copies of Sprint Nextel
Corporation’s (“Sprint’s”) Application for Approval of the Transfer of Control of the above-
referenced subsidiaries from Sprint to LTD Holding Company. Enclosed with the
Application are the original and thirteen copies of the affidavits and supporting exhibits of

Mr. Kent W. Dickerson, Mr. Kevin P. Collins, Mr. Thomas W. Sokol and Dr. John W. Mayo.

Also enclosed are the oniginal and thirteen copies of Sprint’s Motion for a Protective
Order, attached non-disclosure agreements, and the proposed protective order. The proposed
order is based 1n large part on the standard protective order used by the Authonty. Since the
protective order will not be 1ssued until after the docketing of this matter, the affidavits and
exhibits of Mr. Dickerson and Mr. Collins are filed in a version available for public
disclosure. Once the Authority, or the appointed Hearing Officer, issues a protective order,
Sprint will file the Highly Confidential versions of the these affidavits and exhibits with the
Authornty.

A check in the amount of $25.00 for the required filing fee is also enclosed. As
always, please do not hesitate to contact me if you have questions or require additional
information.

Sincerely yours,
Edward Phillips
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BEFORE THE TENNESSEE REGULATORY AUTHORITY
’ NASHVILLE, TENNESSEE

In the Matter of:

Application of Sprint Nextel Corporation
for Approval of the Transfer of Control of
United Telephone-Southeast, Inc., Sprint
Long Distance, Inc. and Sprint Payphone
Services, Inc. From Sprint Nextel
Corporation to LTD Holding Company

Docket No.

APPLICATION OF SPRINT NEXTEL CORPORATION
FOR APPROVAL OF TRANSFER OF CONTROL

Sprint Nextel Corporation (“Sprint”) respectfully submuts this Application requesting the
approval of the Tennessee Regulatory Authority (“Authority”) for the transfer of control of
United Telephone-Southeast, Inc. (“UTSE”), Sprint Long Distance, Inc. (“LTD Long Distance”)
and Sprint Payphone Services, Inc. (“SPSI”) from Sprint to LTD Holding Company. Sprint
submits this Application in compliance with Tenn. Code Ann. § 65-4-113.

L. INTRODUCTION

1. Sprint plans to separate its wireline local service operation into an independent
stand-alone operation. As part of that transaction, a new holding company, LTD Holding
Company, has been created and control of the Sprint operating companies serving local customers

will be transferred to that holding company. !

' In order to effectuate the separation, LTD Holding Company, a Delaware corporation, was created that will be the
corporate parent of UTSE, LTD Long Distance and SPSI. The names of UTSE, LTD Long Distance and SPSI, or
the names under which they do business, will change as LTD Holding Company separates from Sprint and chooses
its new corporate name Once chosen, any state-required registrations, filings or notifications related to the name
change will be provided.



2. In connection with this separation, Sprint requests that the Authority approve: (1) the
change of control of UTSE from Sprint to LTD Holding Company; (2) the change of control of
LTD Long Distance? from Sprint to LTD Holding Company; and (3) the change of control of SPSI
from Sprint to LTD Holding Company.

3. As explained in detail below, this transaction is in the public interest and meets the
criteria of Tenn. Code Ann. § 65-4-113. UTSE will continue to have the requisite managerial,
technical and financial capability to provide service. Moreover, the separation of Sprint’s
incumbent local wireline operations from its parent company will produce benefits for UTSE’s
residential and business customers. The separation will be transparent to customers upon day one,
with the opportunity for an even better experience in the future.

4, The telecommunications industry is undergoing unprecedented changes.
Competitors within the industry are responding to advances in technology, evolving marketplace
dynamics and recent regulatory changes with new business strategies. Within Sprint, the strategic
focus of Sprint’s local wireline companies is beginning to diverge from Sprint’s increasingly
wireless-centric national focus. The separation of Sprint’s wireline local service operation into an
independent, stand-alone corporati;)n will serve to create a company whose primary strategic focus
will be building upon its local wireline capabilities by providing a full portfolio of quality services
to residential and business customers in its local territory. This independent company will be better

able to meet the needs of its customers in Tennessee and its other local markets.

 As more fully described infra, LTD Long Distance was recently formed for the purpose of providing long distance
service to customers of Sprint’s ILEC operations, including the customers of UTSE, and 1t will be the long distance
entity affiliated with LTD Holding Company.



II. THE PARTIES

5. Sprint is a publicly-traded Kansas corporation with executive headquarters at 2001
Edmund Halley Drive, Reston, Virginia 20191 and operational headquarters at 6200 Sprint
Parkway, Overland Park, Kansas 66251. Sprint is a global communications company providing
wireless, long distance, and local communications services. Sprint’s incumbent local operating
companies (“ILECs”), including UTSE, provide a full portfolio of communications services,
including local, long distance, high-speed data, wireless and video. As of December 31, 2004,
Sprint’s ILEC operations served approximately 7.7 million local access lines in 18 states, including
approximately 230,000 access lines in Tennessee.

6. On December 15, 2004, Sprint Corporation and Nextel Communications, Inc.
(“Nextel”) entered into a merger agreement pursuant to which, upon obtaining requisite Sprint and
Nextel stockholder approval and satisfaction of the other conditions to the merger, Nextel will
merge with and into a wholly owned subsidiary of Sprint. The conditions of the merger agreement
have been satisfied, and the merger closed on August 12, 2005. The corporation’s new name is
“Sprint Nextel Corporation.” In the merger agreement, Sprint Corporation and Nextel agreed to
use their reasonable best efforts to separate the ILEC business of Sprint, by means of a tax-free
spmn-off, to the then existing stockholders of Sprint Nextel.

7. LTD Holding Company, a Delaware corporation, is a newly formed subsidiary of
Sprint. Upon the separation, LTD Holding Company will realize control of UTSE, LTD Long
Distance and SPSI along with Sprint’s other ILEC operations. At that time, LTD Holding
Company will operate independently from Sprint and will have its own management team and
board of directors. It is expected that current Sprint board members Gerald L. Storch, Vice

Chairman of Target Corporation, and Stephanie M. Shern, former Vice Chair of Ernst & Young,



LLP and former Senior Vice President of Kurt Salmon Associates, will serve on the board of
directors of LTD Holding Company and will resign from the Sprint board of ;iirectors at that time.
Other board members will be named later. Upon separation from Sprint, LTD Holding Company
will be the largest independent local telephone company in the United States, with 2004 annual
revenues exceeding $6 billion. Its corporate headquarters will be in the Kansas City metropolitan
area.

8. UTSE is now a direct wholly owned subsidiary of Sprint. It was certificated by the
Authority’s predecessor, the Tennessee Public Service Commission, in Docket No. U-4887 on
‘April 25, 1966. UTSE is a Virginia corporation with its headquarters in Overland Park, Kansas.
As a result of the transaction, control of UTSE will be transferred from Sprint to LTD Holding
Company.

9. LTD Long Distance is a Delaware corporation awaiting Authority approval of its
application to provide resold long distance service filed in Docket No. 05-00229 on Augl'lst 11,
2005. As aresult of the transaction, control of LTD Long Distance will be transferred from Sprint
to LTD Holding Company. |

10. SPSI is a Florida corporation authorized by the Authority to provide payphone
telephone services in Tennessee pursuant to the Authority’s Order in Docket No. 98-00490, issued
on August 18, 1998. As a result of the transaction, control of SPSI will be transferred from Sprint

to LTD Holding Company.




11. The designated contacts for questions concerning this Application are:

Edward Phillips, Esq.

14111 Capital Boulevard

Wake Forest, North Carolina 27587-5900
Mailstop: NCWKFRO0313

Telephone: 919-554-7870

FAX: 919-554-7913

edward.phillips @mail.sprint.com

Jack H. Derrick, Esq.

14111 Capital Boulevard

Wake Forest, North Carolina 27587-5900
Mailstop: NCWKFRO0313

Telephone: 919-554-7621

FAX: 919-554-7913

jack.derrick @mail.sprint.com

Daniel M. Waggoner, Esq.
Davis Wright Tremaine LLP
2600 Century Square

1501 Fourth Avenue, Suite 2600
Seattle, Washington 98101-1688
Telephone: 202-622-3150
FAX: 206-628-7699
DanWaggoner@DWT.com

Laura Sykora,

Regulatory Affairs Manager

14111 Capital Boulevard

Wake Forest, North Carolina 27587-5900
Mailstop: NCWKFR0303

Telephone: 919-554-7273

FAX: 919-554-7595
laura.sykora@mail.sprint.com

III. STANDARD OF REVIEW

12. Tenn. Code Ann. § 65-4- 113 grants the Tennessee Regulatory Authority the
authority to approve a transfer of control of telecommunications facilities for the purpose of
providing service to Tennessee customers. In making this determination, Tenn. Code Ann. § 65-4-

113(b) requires that the Authority:



. . . take into consideration all relevant factors, including, but not limited to, the
suitability, the financial responsibility, and capability of the proposed transferee to
perform efficiently the utility services to be transferred and the benefit to the
consuming public to be gained from the transfer. The authority shall approve the
transfer after consideration of all relevant factors and upon finding that such
transfer furthers the public interest. '

The transfer of control of UTSE, LTD Long Distance, and SPSI to LTD Holding Company

satisfies all applicable criteria. UTSE, LTD Long Distance, and SPSI will continue to have

the technical, managerial, and financial capabulities to provide quality telecommunications

services, and the transfer is in the public interest for the reasons set forth in this Application

and the affidavits which accompany 1t.

IV. TRANSACTION AND NEW CORPORATE STRUCTURE

13. As a result of the transaction, the local wireline operations will become an
independent entity from Sprint. In order to complete the separation, Sprint formed a new holding
company, LTD Holding Company. The stock of UTSE (and other Sprint ILECs), LTD Long
Distance, and SPSI will be contributed into LTD Holding Company as well as other assets and
liabilities related to the local wireline telecommunications business.

14. UTSE will remain the regulated ILEC in Tennessee, but it will have a new
corporate parent. Instead of its current parent, Sprint, the new corporate parent of UTSE will be
LTD Holding Company. Likewise, LTD Long Distance and SPSI will not change or become new
entities, but will have a new corporate parent, LTD Holding Company. Exhibit APP-1, attached
hereto, shows the corporate structure of Sprint Corporation before its merger with Nextel, the
corporate structure of Sprint after the merger of the two companies, and the corporate structure

resulting from the creation of the independent LTD Holding Company.



15. As described above, UTSE, LTD Long Distance, and SPSI ultimately will be
subsidiaries of a new parent holding company, LTD Holding Company. From an operational
perspective, however, little will change. These entities will continue to be the entities operating in
Tennessee, and they will continue to have the same technical, financial and managerial ability to
provide reliable service as they do today.

16. LTD Holding Company will be managed by capable and experienced executives.
Daniel R. Hesse has been named Chief Executive Officer of Sprint.’s Local Telecommunications
division and will be the Chief Executive Officer of the LTD Holding Company. Mr. Hesse has
extensive experience in the telecommunications industry, including 23 years at AT&T, where he
served as President and Chief Executive Officer of AT&T Wireless Services from 1997-2000.
Most recently, Mr. Hesse was Chairman, President and Chief Executive Officer of Terabeam
Corporation, a Seattle-based telecommunications company. Michael B. Fuller has been named the
Chief Operating Officer of LTD Holding Company. Mr. Fuller, currently President and Chief
Operating Officer of Sprint’s Local Telecommunications division, has had responsibility for
leading Sprint’s local telephone operations since 1996. Gene Betts, formerly Sprint Corporation’s
Senior Vice President and Treasurer, has been named Chief Financial Officer of LTD Holding
Company. Tom Gerke, formerly Executive Vice President-General Counsel and External Affairs
of Sprint Corporation, has been named General Counsel for LTD Holding Company. James A.
Hansen has been named the senior officer to lead LTD Holding Companly’s Network and Customer
Service Organization. For Mr. Hansen, this represents a continuation of his current responsibilities
and focus on the network operations of Sprint’s ILECs. Exhibit APP-2, attached hereto, shows

organizational charts of LTD Holding Company, identifying the named senior management team.



The senior management team has an average tenure with Sprint or in the telecommunications
industry of nearly 18 years, with approximately 170 years of combined Sprint experienée.

17. Sprint Communications Company L.P. has been the long distance provider for
UTSE’s customers who selected Sprint as their long distance provider. Sprint Communications
Company L.P. will remain a subsidiary of Sprint. LTD Long Distance was recently formed for the
purpose of providing long distance service to customers of Sprint’s ILEC operations, including the
customers of UTSE, and it will be the long distance entity affiliated with LTD Holding Company.

18. LTD Long Distance is qualified to do business in the State of Tennessee, and it
| recently completed the necessary filings with the Authority to obtain regulatory authorization to
operate as a long distance reseller in Tennessee. After receiving regulatory approval to operate,
newly connected local customers of UTSE who choose Sprint for long distance service will receive
their long distance service from LTD Long Distance. Upon completion of the separation, long
distance customers of Sprint Communications Company L.P. in UTSE’s franchise area will be
served by LTD Long Distance, subject to applicable FCC and state approvals and after required
customer notices.

19. LTD Long Distance and Sprint Communications Company L.P. are both
interexchange carrier subsidiaries of Sprint. Upon separation, Sprint Communications Company
L.P. will remain a subsidiary of Sprint. LTD Long Distance is a reseller of long distance services.
LTD Long Distance will purchase wholesale long distance services from Sprint Communications
Company L.P. After separation, LTD Long Distance will continue to provide resold long distance
services to customers of UTSE as more fully described in the affidavit of Kent W. Dickerson. As
previously noted, the name of LTD Long Distance will change as LTD Holding Company separates

from Sprint and chooses its new corporate name. Sprint Communications Company L.P. will



continue to provide retail and wholesale services to customers throughout the nation, including in

Tennessee.
V. UTSE, LTD LONG DISTANCE, AND SPSI REMAIN FULLY CAPABLE

OF PROVIDING QUALITY SERVICE AND THE SEPARATION SATISFIES
THE STATUTORY CRITERIA

A. UTSE, LTD LONG DISTANCE, AND SPSI WILL CONTINUE TO
POSSESS THE REQUISITE TECHNICAL AND MANAGERIAL
CAPABILITIES

1. The Separation will Not Affect the Certificated Entities’ Technical
Capabilities

20. The certificated entities will continue to have the same technical capabilities after
the separation that they possess today. All equipment, buildings, systems, software licenses and
other assets owned by UTSE will remain assets of UTSE.

21. Assets held by another Sprint entity and jointly used by UTSE and one or more other
Sprint entities are being reviewed to determine which Sprint entity has the predominant use of this
shared asset today and will continue to have a need for that asset in the future.’ As a result of this
process, some of these shared assets will be transferred to LTD Holding Company or one of its
subsidiaries. Others will stay with Sprint and its subsidiaries, and, in that instance, LTD Holding
Company, or its subsidiary, will decide whether to purchase or lease similar assets that best meet its
future needs. Mr. Dickerson’s affidavit describes the process in greater detail, but, generally, the
decisions will be based on: a review of which business is the primary user of the asset; which entity
maintains the asset and has the asset as part of its network; and the physical location of the asset.

For example, pursuant to this process the Signaling System Seven (SS7) platform (used to provide

> These assets are generally grouped nto network assets, information technology (IT) assets, and real estate Due to
the number of shared assets and deliberateness of the review, the process 1s expected to be completed during the 4™
quarter 2005

9



Local Number Portability (LNP) call routing information and capabilities) will move to LTD
Holding Company.

22. During the period these shared assets are being reviewed and the necessary steps are
being taken to implement the decisions, execute contracts, and make purchases,' LTD Holding
Company and its subsidiaries will continue to receive certain services from Sprint and its
subsidiaries pursuant to Transition Services Agreements.* As a result, LTD Holding Company,
together with UTSE, LTD Long Distance, and SPSI, will have all of the necessary network assets,
and ordering, provisioning, billing, and customer care capabilities required to continue to provide
high quality retail and wholesale services seamlessly after the separation.

23. Current agreements are being inventoried and reviewed to ensure that the
agreements are appropriately transferred to LTD Holding Company. * In addition, LTD Long
Distance is entering into a wholesale agreement with Sprint Communications Company L.P. to
enable it to provide long distance services. This agreement will facilitate UTSE’s offer of bundled
local and long distance services to customers as it does today. LTD Long Distance also will enter
into an arrangement with Sprint for the provision of wireless services to the customers of UTSE,
enabling the continued offering of wireless services.

24. The separation will not alter existing relationships between UTSE and its bargaining
unit employees and their representatives. UTSE will continue to honor existing collective
bargaining agreements. The agreement in Tennessee will expire on August 31, 2005, prior to the

completion of the separation. UTSE is seeking a new agreement covering its Tennessee bargaining

* Transition Services Agreements will ensure continuity of services as LTD Holding Company separates from
Sprint. At or prior to the end of the transition period, LTD Holding Company will arrange for necessary assets
through purchase, lease or other arrangements.

3 For example, UTSE currently offers customers the opportunity to purchase a bundle of services, including satellite
video services through a sales agency agreement with EchoStar. A review of the agreement 1s underway to ensure
that appropriate steps are undertaken to enable the continued sale of satellite video services

10



units. Discussions have begun with the international representatives of the unions representing its
bargaining units to provide periodic updates on the separation and to allow a forum for discussion
of issues of mutual interest.

25. LTD Holding Company will maintain and evolve comprehensive compensation and
benefit programs that allow the company to recruit and retain highly qualified and motivated
employees. While the dynamics of the labor and benefits markets, irrespective of the separation,
may necessitate changes to the company’s compensation and benefit plans from year-to-year as has
been the case in the past, the separation will not result in compensation and benefit changes that
would hamper the company’s ability to remain competitive in the market for employees.

2. The Certificated Entities will Continue to Possess the Requisite
Managerial Capabilities

26. UTSE will continue to employ personnel experienced and dedicated to the provision
of service in Tennessee. The customer service, network and operations functions that are critical to
the company’s success today will continue when the separation is complete, and the company will
be staffed to ensure that continuity. The local operations of UTSE will continue to be managed by
employees with established ties to the community and extensive knowledge of the local telephone
business.

27. UTSE, LTD Long Distance and SPSI will continue to receive certain management
services, but from a new management company subsidiary of LTD Holding Company® staffed by
many of the same experienced and knowledgeable persons currently providing these services. In
the past, these centralized functions included human resource services, finance services, tax

services, communications services, legal services, planning services, general support services, and

%In order to provide the management services post-separation, LTD Management Company, a Delaware corporation,
was created. LTD Management Company 1s currently a subsidiary of Sprint. Post-separation, 1t will be a subsidiary
of LTD Holding Company.
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information services, allowing the individual operating companies to benefit from the efficiencies
enjoyed with centralized support services.” After the separation, UTSE, LTD Long i)istance and
SPSI will continue to receive similar management services from LTD Management Company,
thereby continuing to enjoy efficiencies from centralized support services and the benefits of an
experienced staff. These new affiliate arrangements will comply with appropriate federal and state
affiliate pricing and filing requirements.

B. UTSE, LTD Long Distance, Inc. and SPSI will Continue to Possess
the Required Financial Capabilities

28. Upon completion of the separation, UTSE will continue to be financially capable of
fulfilling all of the requirements of a public utility in Tennessee. This capability will be unaffected
by the change in its ultimate corporate parent. See Affidavit of Mr. Dickerson. Exhibit KWD-1 to
Mr. Dickerson’s Affidavit contains a statement of operations for UTSE for the twelve months
ended December 31, 2004 based on a total company, ARMIS basis. Exhibit KWD-2 to the
affidavit contains the December 31, 2004 balance sheet for UTSE based on a total company,
ARMIS basis. Exhibit KWD-3 to the affidavit contains a statement of cash flows for UTSE for the
twelve months ended December 31, 2004 based on total company, ARMIS results.

29. Historically the ILEC operations of Sprint have operated with significant
independence from the operations of the other Sprint divisions. Sprint’s ILEC operations have
always maintained separate financial records for regulatory purposes as well as sepa.rate property
records for assets used in the provision of service. Consequently, the financial changes associated
with the separation of LTD Holding Company are limited to the parent company and common

services provided by the management company, and will have minimal effect on UTSE.

7 For the transition period, UTSE, LTD Long Distance and SPSI may continue to receive some of these centralized
functions from Sprint as the new management company builds these capabilities Transition Services Agreements
will ensure continuity of services as LTD Holding Company separates from Sprint
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30. In addition, LTD Holding Company, which will among other things raise capital
for UTSE, LTD Long Distance, and SPSI will possess the financial capability to assist them in
providing quality services to their customers in Tennessee. Upon completion of the separation,
LTD Holding Company will be a financially secure Fortune 500 company. ® Its stock is expected to
be traded on the New York Stock Exchange.” LTD Holding Company will be the largest
independent local exchange carrier in the nation, with 2004 annual revenues exceeding $6 billion.
It will have the ability to raise capital and invest in network, employees and systems to continue
providing high quality service. Based upon its financial attributes, LTD Holding Company
anticipates having financial characteristics consistent with those of companies that have been rated
“investment grade” by major ratings agencies. In pursuit of that objective, Sprint has obtained
indicative ratings for LTD Holding Company from major ratings agencies. Based upon the proven
record of financial performance of Sprint’s ILEC operations, it is expected that LTD Holding
Company will both generate ample cash flow and pay a dividend that is attractive to investors. All
of these characteristics help to ensure that LTD Holding Company will have the fiscal stability to
position itself and pursue strategies necessary to assist UTSE, LTD Long Distance and SPSI to
succeed 1n a competitive environment.

31. Mr. Dickerson explains in his affidavit that LTD Holding Company will have solid
financial capabilities upon its creation as an independent entity apart from Sprint. Exhibit KWD-4
to the affidavit contains an adjusted historical consolidated statement of operations for LTD

Holding Company and its subsidiaries for the twelve-months ended December 31, 2004, including

 Had 1t operated on a standalone basis in 2004, the revenues of LTD Holding Company would place 1t at
approximately 335 on the Fortune 500 List. '

® The New York Stock Exchange (“NYSE”) rules require compliance with various financial metrics to obtain listing
on the exchange and also to maintain that listing. The CEO of a NYSE listed company must annually certify
compliance with the broad corporate governance rules adopted by the NYSE. Those rules, among other things,
require a majority of independent directors, audit committee composition and governance standards, and adoption
and disclosure of corporate governance guidelines and a code of business conduct and ethics
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adjustments presented as if the separation occurred on January 1, 2004. Exhibit KWD-5 to Mr.
Dickerson’s affidavit contains a December 31, 2004, adjusted historical condensed consolidated
balance sheet for LTD Holding Company and its subsidiaries, including adjustments presented as if
the separation occurred on January 1, 2004. Exhibit KWD-6 to Mr. Dickerson’s affidavit contains
an adjusted historical consolidated statement of cash flows for LTD Holding Company and its
subsidiaries including adjustments presented as if the separation occurred on January 1, 2004.

32. An ideal capital structure for LTD Holding Company is a mix of debt and equity that
balances financial risk with business risk while maintaining an appropriate cost of capital, thereby
maximizing the value of the firm. The right mix of debt and equity should contan sufficient
leverage to produce specific benefits for the company: lowering the company’s overall cost of
capital and providing tax benefits that have a positive impact on the company’s cash flow.
Insufficient leverage precludes a company from enjoying these benefits, just as excessive amounts
of equity capital can burden a company in terms of dividend obligations. The capital structure and
proposed dividend policy for LTD Holding Company are reasonable relative to the individual
characteristics of LTD Holding Company, including its size, markets served, industry position,
operating income and cash flow. The level of debt and equity is such that LTD Holding Company
will exhibit the characteristics of other companies that obtain investment grade debt ratings.

33. The affidavit of Mr. Kevin P. Collins demonstrates that LTD Holding Company,
with its capital structure and dividend policy, will have the financial capability to invest in the
networks, systems, and employees needed to provide services. The financial analysis of Houlihan
Lokey estimates a market value on the assets of LTD Holding Company relative to the valuations
of companies in its peer group, thereby supporting the conclusion that the intended capital structure

of LTD Holding Company is reasonable relative to the individual characteristics of LTD Holding
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Company. The affidavit also concludes that the intended capital structure will ensure the
company’s ability to attract investor capital and future financing.
V1. THE ESTABLISHMENT OF SPRINT’S WIRELINE LOCAL SERVICE

OPERATIONS AS AN INDEPENDENT BUSINESS IS IN THE PUBLIC
INTEREST

34. UTSE, LTD Long Distance, Inc., and SPSI operate in an industry that has been and
continues to be subject to technological advances, evolving consumer preferences, and dynamic
change. These factors, combined with recent regulatory developments, result in a market
environment in which it is likely that the interest of Sprint’s local wireline operations will begin to
diverge from Sprint’s increasingly wireless-centric focus. The establishment of Sprint’s wireline
local service operations as an independent, stand-alone corporation will serve the public interest by
creating a company whose primary strategic focus will be building upon its local wireline
capabilities by providing a full portfolio of quality services to residential and business customers in
its local franchised territory. This separation establishes a heightened level of clarity in terms of
the company’s vision and purpose; a level of clarity that has the beneficial effect of better aligning
the interests of the company with the interests of its customers. The company’s focus will allow a
stronger local emphasis and permit it to provide services tailored to the needs of its local customers.
Simply put, the separation produces:

o Clarity of Vision: The company seeks to be the preferred hometown communications
company. The company’s single-minded focus will be on its local markets, first and

foremost—not as a communications carrier that is part of a national wireless or national
long distance carrier.

o Clarity of Purpose: The company will emphasize meeting local customer needs and
meeting local market demands. Success as the preferred hometown communications
carrier requires a single-minded emphasis on meeting the needs of the local customer:
delivering a full portfolio of services that meet the targeted customers’ needs. Local
market responsiveness is essential for success.

o Clear Alignment of Interests: Both customers and the company benefit from the single-
minded focus on the local market and enhanced competition fostered by the separation.

15



Customers benefit from the increased focus on their needs and the company benefits from
retaining and attracting those customers whose needs are satisfied by the company’s
offerings, service quality, and customer care.

o Transparency to Customers: The separation transition will be virtually transparent to the
customer’s experience. The company will ensure that service quality and the customer
experience remain high priorities. The customers in LTD Holding Company’s local
operations will experience business as usual, only better, as the company’s clarity of
vision and purpose enhances service delivery, product development, and customer
interaction.

A. Clarity of Vision: Being the Preferred Hometown Communications
Company

35. At the end of the first quarter, 2005, Sprint served nearly three times as many
wireless customers, directly and through affiliates, as it does local wireline customers. With the
completion of the merger, Sprint now serves five times as many wireless customers as wireline
customers. Given the predominance of wireless customers, Sprint will naturally place greéter
emphasis on its nationwide business built around wireless services and its nationwide fiber optic
and global IP network. The separation of Sprint’s ILEC operations will allow its local custémers to
be served by a company whose primary strategic interests are the specific local franchised areas in
which it operates as the local telecommunications company. The result: a company that seeks to be
the preferred hometown communications company with a single-minded focus on its local markets.

36. Sprint has a rich history of providing telecommunications services to local
communities that dates back over a hundred years. Establishing the ILEC operations as a separate
company will provide UTSE the opportunity to strengthen further its local communit‘y roots and
build on that foundation as it continues to meet the communications needs of customers. UTSE’s
primary role will be as a communications provider anchored by wireline service in its existing
territory, rather than as a subset of a nationwide, predominantly wireless, company. The impact of
this locally focused strategy is significant, and will be visible on many levels, as more fully

explained in the attached affidavits of Thomas W. Sokol, State Executive - Tennessee and.
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Virginia, and Dr. John Mayo, Professor of Economics, Business and Public Policy at Georgetown

University.
B. Clarity of Purpose: Delivering a Full Portfolio of Services that Meet
the Local Customer Needs
37. Success as the preferred hometown communications carrier requires a single-minded

emphasis on delivering a full portfolio of services that meet the demands of UTSE customers. With
this more targeted local focus, it can enhance its local presence to be more responsive in service
delivery, product development and customer interaction than a national wireless company'®—
targeting broader and different markets—would be. In this new role, it will be better positioned to
respond to its customers’ needs, and to serve those needs by tailoring products specifically to its
local customer base. For example, in recent years, many of Sprint’s wireline and wireless business
and residential offerings have concentrated on product bundles that target national urban markets.
Since many of LTD Holding Company’s local customers live in more rural regions, their needs are
sometimes different from the needs of Sprint’s nationwide customer base. By establishing LTD
Holding Company’s operations as a separate, stand-alone entity, this new company will have more
options to create a variety of products designed to better reflect the preferences of UTSE’s local
customers. For example, LTD Holding Company is considering offering wireless plans with fewer
minutes that complement wireline service rather than replace it as an offering that may be more
attractive to its customers. LTD Holding Company will have the ability and incentive to address

this need.

' Sprint will be the leading independent wireless carrier with a nationwide fiber optic and global IP network that
will offer nationwide broadband wireless and integrated communications services to customers—a focus much
different from the more targeted local focus of UTSE
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C. Clear Alignment of Customer and Company Interests: Enhancing the
Competitive Environment

38. Establishing Sprint’s ILEC operations as a stand-alone corporation provides the
company with greater opportunity to compete effectively to retain and grow its customer base, a
complete independence the company would not have as part of a larger corporation with a
predominantly wireless and national focus. As a result, customers benefit. They benefit from the
company’s single-minded focus on the local market and its local customers’ communications
requirements, and the company benefits from retaining and attracting customers whose needs are
satisfied by the company’s offerings, service quality, and customer care.

39. The separation will allow LTD Holding Company to be a more effective competitor
in three distinct ways. First, the separation of the ILEC business will eliminate any emerging
tension between Sprint’s anticipated national wireless strategy and LTD Holding Company’s local
wireline strategy. Sprint has stated publicly that it expects to pursue an aggressive strategy of
serving as a wireless alternative to wireline service and to advance competition by, for example,
enabling cable companies’ voice offerings or using other technologies. Simply stated, Sprint’s
evolving goal of replacing existing local wireline service is inconsistent with LTD Holding
Company’s goal of building on its local wireline capabilities. Second, the separation will increase
the speed of decision-making and will allow for greater flexibility in creating bundles and
expanding the product portfolio in specific markets to defend against competitive erosion. As a
focused company with fewer competing demands in product development, LTD Holding Company
will be able to bring new products to market more rapidly, and to quickly respond to new offerings
from alternate providers. For example, responsibility for responding to the needs of business
customers is being shifted from an organization with a national focus to an organization targeted to

the businesses located in the ILEC’s service territory. This will enable the company to meet the
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local business customer’s needs better than it could through a nationally focused, larger-scale
organization. Third, as described aBove, operating independently will allow the company to focus
on the development of products targeted to its customers in its local serving area. In his affidavit,
Mr. Sokol explains that geographically focused, cross-functional teams will be formed to better
respond to local market demands.

40. Separation of Sprint’s ILEC operations will also allow Sprint to compete more
vigorously in the local market as an alternative full-service provider. Sprint will benefit from
increased freedom and flexibility to pursue bundling and partnership opportunities that use its
wireless and nationwide fiber optic and global IP networks, offering an alternative to the ILEC.
This opportunity to increase competition in the wireline market (including RBOC markets) is
critical in light of recent regulatory rulings that have led to an increased emphasis on intermodal
and facilities-based competition, rather than competition reliant upon the use of the incumbent’s
network. "'

D. Transparency To Customers

41. Ensuring the continuation of high quality service and customer experience during
the transition to an independent company is vitally important. UTSE understands that continuing to
meet the customer’s needs is its top priority. To that end, on the day after the separation, UTSE
will offer the same full range of products and services that it offered the day prior to separation, at
the same prices, and under the same terms and conditions. Currently, UTSE offers bundles of local
calling and custom calling features combined with high-speed data capabilities, long distance
service, wireless services, or satellite video services via sales of its own services or its own services

combined with the services of another provider sold via a sales agency arrangement. These

' See, e.g., In the Matter of Unbundled Access to Network Elements, Review of the Section 251 Unbundling
Obligation of Incumbent Local Exchange Carriers, WC Docket No. 04-313 and CC Docket No 01-338, Order on
Remand, FCC 04-290 (released February 4, 2005).
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bundled offerings were designed to meet the customer demand for a true “one stop shop” for
communications needs. As described above, UTSE and LTD Long Distance will enter into the
necessary long distance and wireless arrangements to allow them to facilitate UTSE’s continued
offering of these bundled services.

42. Equally important, the customer interface will not change. As Mr. Sokol discusses
in his affidavit, customers will continue to call existing numbers to obtain new services, to report
service problems, and to address billing or other customer care issues. Employees of Sprint’s ILEC
operations (including UTSE) will continue to be focused on the local operations of the stand-alone
entity (and without the distractions from a nationally-focused wireless parent) and local affairs will
continue to be managed by men and women with established local connections and extensive
knowledge of the local telephone business. UTSE’s ongoing role in the local community will
continue to be important. Furthermore, the senior executive team of LTD Holding Company and
UTSE is made up of many of the same executives who have guided Sprint’s local operations in the
past. Their experience and expertise, combined with new flexibility to pursue strategic goals,
ensures that service quality and standards will remain at the highest levels.

43. UTSE will continue to provide local exchange service, and to offer long distance
service, subject to the same rules, regulations and applicable tariffs. UTSE will remain subject to |
its existing price regulation plan, service quality obligations, and tanffs,'? as modified by any future
Authority decisions. Future end user rate changes will continue to be governed by the same rules
and procedures as today, again, as modified by future Authority decisions. Likewise, the terms and
prices for existing wholesale services under UTSE’s access tariffs will be unchanged as a result of

this transaction. Moreover, this transaction will have no impact on the terms of any existing

12 As the name of the company changes, when necessary a filing will be made to change the name on the tariff
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interconnection agreements or UTSE’s obligations under state and federal laws regarding
interconnection."

44. The public interest consequently will be served by the separation, allowing increased
focus and attention to customers in Tennessee.

WHEREFORE, for the foregoing reasons, Sprint has demonstrated that the transfer of
control of United Telephone-Southeast, Inc., Sprint Long Distance, Inc. and Sprint Payphone
Services, Inc. to LTD Holding Company satisfies Tenn. Code Ann. § 65-4-113 as the transfer of
control of telecommunications facilities of United Telephone-Southeast, Inc., Sprint Long
Distance, Inc., and Sprint Payphone Services, Inc., to LTD Holding Company is in the public
interest. Furthermore, United Telephone-Southeast, Inc., Sprint Long Distance, Inc., and Sprint
Payphone Services, Inc., will continue to have the technical, managerial, and financial
capabilities to provide quality communications services. Consequently, Sprint requests approval
of the transaction as described above including: (1) the change of control of United Telephone-
Southeast, Inc. from Sprint to LTD Holding Company; (2) the change of control of Sprint Long
Distance, Inc. from Sprint to LTD Holding Company; and (3) the change of control of Sprint
Payphone Services, Inc. from Sprint to LTD Holding Company.

Respectfully submitted this 24th day of August, 2005.

&Zmﬁ il

Edwatd Ph1111 S

14111 Capital Boulevard

Wake Forest, North Carolina 27587-5900
Mailstop: NCWKFRO0313

Telephone: 919-554-7870

FAX: 919-554-7913

edward.phillips @mail.sprint.com
Tennessee B.P.R. No. 016850

In fact, UTSE continues to offer UNE-P replacement contracts to CLECs for the continued availability of a UNE-
P-type offering at market based rates.
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Jack H. Derrick

14111 Capital Boulevard :

Wake Forest, North Carolina 27587-5900
Mailstop: NCWKFRO0313

Telephone: 919-554-7621

FAX: 919-554-7913

Daniel M. Waggoner

Davis Wright Tremaine LLP
2600 Century Square

1501 Fourth Avenue, Suite 2600
Seattle, Washington 98101-1688
Telephone: 202-622-3150
FAX: 206-628-7699

Attorneys for:
Sprint Nextel Corporation, United Telephone-

Southeast, Inc., Sprint Long Distance, Inc., and
Sprint Payphone Services, Inc.

22



VERIFICATION

I, Richard C. Eckhart, hereby declare that I am a Vice President, State Regulatory of

Sprint Nextel Corporation; that I make this Verification for and on behalf of said Applicant and

am authorized to do so, that I have read the foregoing Application, and that the facts stated
therein are true and correct to the best of my knowledge and belief.

NOTARY PUBLIC - State of Kansas

SUSAN 8
B w Awt m.

Ref
Richard C. Eckhart,

Vice President, State Regulatory — Sprint Nextel Corporation
SWORN AND SUBSCR

ED before me this

[p%ay of ﬁﬁﬂn/'
Uynliond b K

, 2005, at
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S
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tary Public
My Commission Expires




EXHIBIT APP-1

Corporate Structures
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EXHIBIT APP-2

LTD Holding Company Organizational Chart
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PUBLIC VERSION

BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

In the Matter of:

)
)
Application of Sprint Nextel Corporation )
for Approval of the Transfer of Control )
of United Telephone-Southeast, Inc., ) Docket No.
)
)
)

Sprint Long Distance, Inc. and Sprint
Payphone Services, Inc. From Sprint
Corporation to LTD Holding Company

AFFIDAVIT OF KENT W. DICKERSON IN SUPPORT OF THE APPLICATION OF
SPRINT NEXTEL CORPORATION FOR APPROVAL OF TRANSFER OF CONTROL

Kent W. Dickerson, first being duly sworn, states as follows:

l INTRODUCTION
1 My name is Kent W. Dickerson. My business address is 6450 Sprint Parkway,
Overland Park, KS 66251. | am employed as Director - Cost Support for Sprint

Nextel Corporation (“Sprint”).

2. | received a Bachelor of Science degree from the University of Missouri - Kansas
City in 1981 with a major in Accounting. In 1984, | passed the national exam and

am a Certified Public Accountant in the State of Missouri.
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From 1981 to 1983, | was employed as a Corporate Income Tax Auditor Il for the
Missour Department of Revenue. From 1983 to 1985, | worked for Kansas
Power and Light (now Western Resources) in the Tax and Internal Audit areas. |
joined United Telephone Midwest Group, a Sprint subsidiary, in September, 1985
as a Staff Accountant in the Carrier Access Billing area. Thereafter, | moved
through a progression of positions within the Toll Administration and General

Accounting areas of the Finance Department.

In 1987, | was promoted into the Carrier and Regulatory Services group as a
Separations/ Settlement Administrator performing Federal and Intrastate
access/toll pool settlement, reporting and revenue budgeting functions. | was
promoted to Manager - Pricing in June, 1989 where | performed FCC regulatory
reporting and filing functions related to the United Telephone - Midwest Group
Interstate Access revenue streams. In 1991, | was promoted to Senior Manager -
Revenue Planning for United Telephone - Midwest Group. While serving in this
position, my responsibilities consisted of numerous FCC regulatory reporting and
costing functions In 1994, | accepted a position within the Intrastate Regulatory
operations of Sprint/United Telephone Company of Missouri where my
responsibilities included regulatory compliance, tariff filings, and earnings

analysis for the Missouri company'’s intrastate operations.

Since December 1994, | have set-up and directed a work group which performs

cost of service studies for retail services, wholesale unbundled network elements
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cost studies, and state and federal Universal Service Fund cost studies. My work
Includes developing and implementing cost study methods which conform with
Total Service Long Run Incremental Cost (“TSLRIC") and Total Element Long
Run Incremental Cost (“TELRIC") methodologies. | am responsible for written
and oral testimony, serving on industry work groups, and participating in
technical conferences related to TSLRIC/TELRIC costing methodology, filing of
studies within the 18 states that comprise Sprint’'s Local Telephone Division
(“LTD") and providing cost expertise to Sprint's participation in regulatory cost

dockets outside of the LTD territories.

| have testified before the North Carolina, Florida, Nevada, Texas, Kansas,
Missouri, Georgia, and Wyoming regulatory commissions regarding

TSLRIC/TELRIC cost matters.

The purpose of my affidavit Is to support the Application of Sprint Nextel
Corporation for Approval of the Transfer of Control (“Application") of United
Telephone-Southeast, Inc. (‘UTSE"), Sprint Long Distance, Inc. (“LTD Long
Distance”) and Sprint Payphone Services, Inc. (“SPSI”) to LTD Holding
Company. | explain the strong financial capabilities of UTSE and the newly
created LTD Holding Company as referenced in the Application. Further, | show
that, upon completion of the separation of LTD Holding Company and the
transfer of control, UTSE will be fiscally unaffected by the change in its parent
company. It will continue to possess the financial capability to invest in its

network and employees and to generate a sufficient level of cash to pay



PUBLIC VERSION

expenses and a dividend to its shareholder. Thus, UTSE will be in-a position to

continue to provide quality services to customers.

In conjunction with the affidavit of Mr. Kevin P. Collins, | show that the newly
formed LTD Holding Company will also be financially secure. Specifically, LTD
Holding Company will have the necessary financial resources to raise capital,
invest in networks, employees, and systems, and generate sufficient cash to pay
all expenses, service debt and pay a dividend to shareholders. My affidavit,
combined with the affidavit of Mr. Collins, collectively demonstrate that the new
LTD Holding Company, upon separation, will have solid financial Icapabili‘ues as a
financially secure Fortune 500 company. These attributes will help ensure that
UTSE and LTD Holding Company will have the fiscal stability and flexibility
necessary to well position themselves competitively and to pursue strategies

necessary to succeed.

Attached to my affidavit are seven exhibits which are incorporated herein by

reference. They are as follows:

Exhibit KWD-1 - Statement of Operations for the 12 months ended 12/31/04 for
UTSE; |

. Exhibit KWD-2 - Balance Sheet at 12/31/04 for UTSE;

. Exhibit KWD-3 - Statement of Cash Flows for 12 months ended 12/31/04 for

UTSE;
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. Exhibit KWD-4 - Adjusted Historical Consolidated Statement of Operations for 12

months ended 12/31/04 for LTD Holding Company;

. Exhibit KWD-5 - Adjusted Historical Condensed Consolidated Balance Sheet at

12/31/04 for LTD Holding Company;
Exhibit KWD-6 - Adjusted Historical Consolidated Statement of Cash Flows for

12 months ended 12/31/04 for LTD Holding Company; and

. Exhibit KWD-7 - Adjustment No. 1, Capital Structure.

Financial Capability of UTSE

10.

11.

Exhibits KWD-1 through KWD-3 provide basic financial statements and illustrate
the financial condition of UTSE for the twelve months ended December 31, 2004,
the most recent annual period for which data is available. The financial
statements have been prepared and presented on a total company basis
consistent with the FCC's Autohated Reporting Management Information
System (“ARMIS") reporting requirements. The ARMIS reports show the
historically recorded data from the books and records of UTSE, which are
maintained in accordance with the FCC’s Uniform System of Accounts, 47 C.F.R.
Part 32 (“Part 32"). These financial statements clearly show that UTSE was

financially capable for 2004.

As illustrated in the 2004 financial statements, UTSE had total assets with a book
value of $413 million and produced operating income of $57 million, $37 million

from its Tennessee operations. UTSE also generated cash from operating
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activities of $63 million, while investing $39 million in capital expenditures and
paying dividends of $25 million. Clearly, UTSE generated sufficient cash to
cover all operating expenses, invested In its network and was able to provide
quality service to customers. |n addition, it had money left over to pay a dividend
to its shareholder All of these results demonstrate that UTSE has been

operating as a financially capable company.

UTSE will continue to operate as a financially capable company after the
separation. UTSE's telecommunications operations have historically operated
with significant independence from the operations of other Sprint divisions. As
explained in the affidavit of Mr. Thomas W. Sokol, these operations will remain
essentially unaffected by the separation. This is primarily because, after the
separation, the vast majority of the assets, liabilities, revenues and expenses will
remain the same, and UTSE will continue to operate as an independent entity.

Thus, financial results for UTSE will not be significantly affected.

There will be no changes to accounting for financial transactions for UTSE as a
result of the separation. The accounting for the separation will occur at the LTD
Holding Company level only Ownership in the stock of UTSE will simply transfer
from Sprint’s balance sheet to LTD Holding Company’s balance sheet. Thus,
accounting for all day-to-day financial transactions within UTSE will remain

essentially the same as before the separation. UTSE will continue to use Part 32
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to account for its assets, liabilities, revenues and expenses in the same manner it

does today.

There will be no significant impacts as a result of changes in the centralized
services provided to UTSE by the new management company. UTSE currently
receives certain centralized services from a management subsidiary of Sprint.
These include human resources, finance, tax, communications, legal, planning,
general support and information services. After separation, UTSE will continue
to receive similar ménagement services from a new affillated management
company of LTD Holding Company. Any expense impacts as a result of the
transition from the former management company to the new one will be minimal.
Initially, operating expenses may increase as much as [Begin Highly
Confidential] [End Highly Confidential], an amount which is not significant
to either UTSE or LTD Holding Company. Further, consistent with the manner in
which Sprint has managed its operating expenses over the last several years,
LTD Holding Company will either manage these costs such that any incremental

increase is eliminated over time or offset them by reducing other costs.

The 2004 financial statements demonstrate that UTSE has been a financially
solid company. Because there will be no significant change to UTSE’s
operations and financial status as a result of the separation, UTSE will continue
to have the financial capability to invest in its network, generate sufficient cash to

pay all expenses and pay a dividend to its shareholder. Thus, post-separation, it
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will possess all of the attributes of financial capability it has enjoyed historically.

As a result, UTSE will continue to be financially capable.

Financial Capability of LTD Holding Company

16.

LTD Holding Company, a Delaware corporation, is a newly-formed subsidiary of
Sprint and will be the ultimate parent of UTSE. Upon separation, LTD Holding
Company will be the largest independent local telephone company in the United
States with 2004 annual revenues exceeding $6 billion. This level of revénue
places LTD Holding Company at approximately 335 on the Fortune 500 list. As a
Fortune 500 company, LTD Holding Company’s stock is expected to be iraded
on the New York Stock Exchange. Based on its financial éttributes, and as
further addressed in Mr. Collins’s affidavit, LTD Holding Company anticipates a
level of debt consistent with companies that have been rated “investment grade.”
Mr. Collins concludes that, all in all, LTD Holding Company will have the ability to
raise capital and invest in networks, employees and systems, all of which will
ensure that LTD Holding Company's local telephone operating entities such as
UTSE will continue providing high quality service. He further states that LTD
Holding Company will be attractive to investors because it will generate sufficient
cash flow and will pay a reasonable dividend. Even after taking into
consideration the readily identifiable financial effects of separation that will have
lasting impacts, as | describe below, LTD Holding Company will maintain solid
fiscal capabilities which will enable it and its subsidiaries to effectively position

themselves and pursue strategies necessary to achieve financial success.
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There are three areas of readily identifiable and lasting impacts on LTD Holding
Company that will result directly from the separation. Please refer to Adjustment
Nos. 1 through 3 shown on Exhibits KWD-4 through KWD-6 which illustrate in a
summary and numerical form the impacts the separation will have on the
financial condition of LTD Holding Company, assuming the separation of the
local telephone operations had occurred as of January 1, 2004. These three
adjustments are entitled “Capital Structure,” “Dividend Policy” and “Long
Distance,” respectively. Later in my affidavit, | will discuss each of the

adjustments.

The separation was assumed to occur as of January 1, 2004 to provide an
opportunity to review the separation’s financial impact on a full year's worth of
operations, and 2004 was the most recent full year for which data was available.
By overlaying adjustments from the separation on top of the othervwse static
2004 actual financial results for LTD Holding Company, the financial lmpacts of

the separation can be isolated and evaluated.

Before explaining the areas of adjustment, | will summarize the financial
statements of LTD Holding Company included in Exhibits KWD-4 through KWD-
6, In which the adjustments appear. Exhibits KWD-4 through KWD-6 begin by
providing the unadjusted consolidated financial statements of LTD Holding

Company for the twelve months ended December 31, 2004. This information is
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contained in the “Historical LTD Holding Company” column. This starting point
illustrates the solid financial condition and capability of LTD Holding Company as
if it existed and was reported separately from its parent company, Sprint, during
that period. For 2004, the financial results of LTD Holding Company show that it
generated enough cash to pay all operating expenses, invested [Begin Highly
Confidential] [End Highly Confidential] into its network and
serviced its debt, leaving funds available to pay an [Begin Highly Confidential]
[End Highly Confidential] dividend to its shareholder. Next, the
starting point was adjusted to take into consideration each of the threé
adjustments | mentioned previously to reflect the immediate and material
financial impacts of the separation transaction. The sum of the starting point
and all three adjustments equal the final column labeled “Adjusted Historical LTD
Holding Company.” This column reflects the finéncial condition of LTD Holding
Company for 2004, including the financial impacts as a result of the separation,

as if the separation transaction occurred on January 1, 2004.

In summary, Adjustments Nos. 1 through 3 reflect, respectively, the impact to

LTD Holding Company’s financial statements from: 1) use of debt to meet a

' target capital structure; 2) increased cash flow due to the new dividend policy;

and 3) additional operating income from providing long distance service. These
adjustments are described in more detail below. The impact from Adjustment
Nos. 1 through 3 to the Adjusted Historical Consolidated Statement of Operations

for LTD Holding Company in Exhibit KWD-4 i1s an overall increase In revenue of

10
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[Begin Highly Confidential] [End Highly Confidential], an
increase in operating expense of [Begin Highly Confidential] [End
Highly Confidential], an increase in interest and tax expense of [Begin Highly
Confidential] [End Highly Confidential], and a decrease in net
income of [Begin Highly Confidential] [End Highly Confidential].
The impact from Adjustment Nos. 1 through 3 to the Adjusted Historical
Condensed Consolidated Balance Sheet reﬂecfs an increase in assets of [Begin
Highly Confidential] [End Highly Confidential], which is matched
by an identical increase in liabilities and shareholders’ equity. Finally and
importantly, the impact of Adjustment Nos. 1 through 3 to the Adjusted Historical
Consolidated Statement of Cash Flows I1s an increase in cash of [Begin Highly

Confidential] [End Highly Confidential].

Adjustment No. 1 titled “Capital Structure” reflects the financial impact resulting
from the issuance of unsecured debt in the amount of approximately [Begin
Highly Confidential] [End Highly Confidential] and retirement of
long-term intercompany debt of [Begin Highly Confidential] [End
Highly Confidential] by LTD Holding Company. The debt issuance is part of the
process of establishing an appropriate overall capital structure determined by
Sprint’s Treasury Department. LTD Holding Compaﬁy’s capital structure is
Intended to represent an efficient use of investor capital by balancing the overall
cost of capital with the need to maintain ample financial flexibility. This capital

structure and its intended objectives is supported by the analysis and affidavit of

11
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Mr. Collins who concludes that the capital structure is reasonable and
appropriate for the type of business in which LTD Holding Company is ehgaged
and is adequate for purposes of servicing debt, reinvesting in its business,
maintaining access to capital markets, and paying dividends in accordance with

its dividend policy.

The overall weighted interest rate of LTD Holding Company’s debt will be
approximately [Begin Highly Confidential] [End Highly Confidential].
The ultimate overall weighted interest rate will depend on prevailing market

conditions at the time of issuance.

Due to the issuance of debt, LTD Holding Company will incur interest expense of
[Begin Highly Confidential] [End Highly Confidential] which,
When reduced by a [Begin Highly Confidential] [End Highly
Confidential] tax benefit, produces a net impact of [Begin Highly Confidential]
[End Highly Confidential] as shown in Exhibit KWD-7. This
increased interest expense will be more than offset by the additional cash flow
resulting from LTD Holding Company’s new dividend plan. This offset Is

explained later in my affidavit.

The issuance of debt impacts capital structure because capital structure i1s the

proportion of debt and equity a company uses to finance its assets. The greater

12
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the level of debt a company uses to finance its assets, the more Ieveréged a

company is in terms of its capital structure.

There are benefits to maintaining a certain amount of leverage in a capital
structure because, all else held equal, a higher use of leverage (the amount of
debt used to finance assets) causes a downward effect on a company’s overall
weighted average cost of capital when compared to a capital structuré with a
lower level of debt. As a result of higher leverage, under certain circumstances,

a company can benefit from a higher level of cash flow.

The use of debt lowers a company’s overall weighted average cost of capital and
provides the opportunity for increasing cash flow for several reasons. Financing
a company through debt is cheaper than using equity. Lenders require a lower
rate of return than shareholders require because, all else held equal, debt
securities present a lower risk than equity securities due to lenders’ preferential
claims on annual income and liquidation proceeds. Additionally, companies
effectively pay less for debt capital than equity because interest expense on debt
securities can be offset against pretax income, thus reducing tax expense and
tax payments. Under these circumstances, the cost of debt is less than the cost
of equity which, in turn, lowers the company’s overall weighted average cost of
capital in comparison to a higher equity-based capital structure. Lowering the
overall cost of capital and having the advantage of associated tax benefits will

have a positive impact on a company’s cash flow.

13
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LTD Holding Company will generate higher cash flow from the use of leverage in
the form of debt. LTD Holding Company will benefit significantly from additional
cash flow as the result of its use of debt (versus equity) in its capital structure.
Even though, as | discussed previously, LTD Holding Company will pay interest
expense on the new debt, it will experience tax benefits associated with that
interest and will pay a lower total dividend, all of which results in an overall net
increase in cash. | will explain how this works mechanically and numerically in

my discussion of Adjustment No. 2.

Adjustment No. 2 results in a payment of a $300 million dividend by LTD Holding
Company to its shareholders. Based on the range of shareholders’ equity values
as explained in the affidavit of Mr. Collins, LTD Holding Company’s dividend yield
will be approximately [Begin Highly Confidential] [End Highly
Confidential]. In addition, as a result of the new dividend plan, LTD Holding
Company will gain an increase in cash flow which can be used for debt reduction

or strategic investment.

The new dividend plan will result in increased cash flows in the amount of [Begin
Highly Confidential] [End Highly Confidential]. As illustrated in
Exhibit KWD-6, Adjusted Historical Consolidated Statement of Cash Flows, LTD
Holding Company paid dividends of [Begin Highly Confidential]

[End Highly Confidential] to its shareholder in 2004. Since LTD Holding

14
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Company expects to pay only $300 million in future dividends to its shareholders,
a positive adjustment to cash flow and shareholders’ equity of [Begin Highly
Confidential] [End Highly Confidential] is necessary to reflect the

anticipated shareholder dividend level.

The generation of higher cash flow from the new dividend plan relates to the use
of leverage as discussed regarding Adjustment No. 1 above. As | explained and
as illustrated on Exhibit KWD-6, the expected lower dividend will generate
additional cash of [Begin Highly Confidential] [End Highly
Confidential]. As also shown in Exhibit KWD-6, LTD Holding Compény'will pay
[Begin Highly Confidential] [End Highly Confidential] (additional
interest expense of [Begin Highly Confidential] [End Highly
Confidential] less tax benefit of [Begin Highly Confidential] [End
Highly Confidential]) on its debt leaving a net increase in cash of [Begin Highly
Confidential] [End Highly
Confidential] This increase in cash is attributable to the additional leverage in
LTD Holding Company'’s capital structure and the lower dividend obligation, both
of which would not be available but for the separation. An increase in cash flow
Is a valuable benefit to LTD Holding Company because it can be used for

activities such as debt reduction or strategic investment.

As discussed in the Application and Mr. Sokol’s affidavit, after separation, UTSE

will continue to provide a complete portfolio of services to its customers, including

15
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long distance services. The ability to continue offering long distance services will
occur through a combination of commercial agreements, including sales agency
and wholesale long distance agreements, entered into between LTD Holding
Company (or a subsidiary)' and Sprint Communications Company, L.P. |
Adjustment No. 3 I1s necessary to reflect the long distance financial results that
would have occurred for 2004, had LTD Holding Company operated at that time
under the commercial agreements it will enter into with Sprint Communiéatlons

Company L.P. in accordance with the separation.

32. LTD Holding Company will offer switched voice long distance services (including
intrastate, interstate and international calling) to residential customers. Existing
residential long distance customers of Sprint Communications Company L.P.
who are located in all LTD Holding Company service areas are reflected in
Adjustment No. 3. The existing in-territory residential long distance customers of
Sprint Communications Company L.P will be given the opportunity to continue
purchasing residential long distance services from LTD Holding under the same
“one stop shop” terms and conditions they enjoy today. Thus, Adjustment No. 3
reflects actual 2004 in-territory Sprint Communications Company L.P. residential
customers and their associated long distance service purchases, adjusted for the
terms of the new commercial agreements. The Long Distance adjustment
effecti\;ely assumes that those same customers purchased the same long

distance services and quantities from LTD Holding Company instead of Sprint

' For ease and simplicity, | refer to LTD Holding Company generically when describing the provision of
long distance services In this section of my affidavit even though the provider actually will be a subsidiary
of LTD Holding Company, referred to as “LTD Long Distance” in the Application

16



33

PUBLIC VERSION

Communications Company L.P., consistent with the plan to allow customers to

seamlessly move to LTD Holding Company.

Busineés customers of LTD Holding Company will be offered a full suite of long
distance voice (including intrastate, interstate and international) and data
producfs including, most prominently, Switched WATS and Switched Toll Free
voice products and ATM, Frame Relay and Dedicated IP data products. The
existing business long distance customers of Sprint Communications Company
L.P whose corporate headquarters are located in an LTD Holding Company
service area are reflected in Adjystment No. 3. This set of business customers
will be given the opportunity to continue purchasing long distance services from
LTD Holding Company under the same “one stop shop” terms and conditions
they enjoy today. Thus, Adfustment No. 3 reflects actual 2004 in-territory Sprint
Communications Company L.P. business customers whose corporate
headquarters are located in an LTD Holding Company service area, and their
respective long distance purchases, adjusted for the terms of the new
commercial agreements. The Long Distance adjustment effectively assumes
that those same customers purchased the same long distance servicels and

quantities from LTD Holding Company instead of Sprint Communications

Company L P, consistent with the plan to move those customers seamlessly to

LTD Holding Company pursuant to the customer’s choice.

17
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In summary, Adjustment No. 3 on Exhibit KWD-4, Adjusted Historical
Consolidated Statement of Operations, reflects the revenue and expense results
of offering long distance products to the residential and business customer
segmeﬁts described above. The customer quantities and product demands are
the actual amounts purchased by these respective customers from Sprint
Communications Company L.P. in 2004. The revenue and expenses are
adjusted such that they are consistent with the rates and terms of the commercial
agreements described above. The adjusted outcome provides a meaningful and
accurate depiction of the financial results that would have occurred had LTD
Holding Company operated under the new commercial agreements in 2004.
This depiction of financial results demonstrates that there is a substantial
financial contribution of net income from long distance products. This will
contribute to the overall financial health and viability of LTD Holding Company
upon separation. The associated adjustments to Exhibits KWD-5 and KWD-6,
Adjusted Historical Condensed Consolidated Balance Sheet and Adjusted
Historical Consolidated Statement of Cash Flows, reflect the cash effect of the

contribution to net income.

In addition to providing substantial positive results contributing to the overall
financial health of LTD Holding Company, there are other benefits associated
with the commercial long distance agreements. The commercial long distance
wholesale agreement ensures LTD Holding Company'’s ability to offer

competitively priced long distance services to customers through the contractual
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provision for Most Favored Nation (“MFN") pricing. MFN contract provisions
entitle LTD Holding Company to wholesale prices for long distance voice and
data products equal to or lower than prices provided under contract to other
similarly sitﬁated non-affiliate purchasers of wholesale long distance services

from Sprint

In my discussion of the Long Distance adjustment, | referred to the importance of
LTD Holding Company'’s ability to provide a full portfolio of services to meet
customer needs. | will now discuss whether LTD Holding Company’s provision of
wireless services is expected to have a near-term material impact to its financial

statements.

The Application and the affidavit of Mr. Sokol discuss the targeted local focus
that will result from the separation and the emphasis in delivering a full portfolio
of services to meet local customer needs, including wireless services. LTD
Holdiné Company, through its subsidiaries, has secured commercial agreements
with Sprint enabling it to offer a fully featured, wide range of wireless voice and
data services. However, unlike the business plan for long distance described
above, there is no expectation of LTD Holding Company having a substantial
wireless customer base at the initial point of separation. LTD Holding Company
will work to build a wireless customer base over time. Additionally, while LTD
Holding Company has in place the necessary billing and customer care

capabilities for long distance services, those same capabilities are still under
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development for wireless service. Given these factors, wireless services are
initially expected to have little impact on the overall financial results of LTD

Holding Company.

LTD Hdlding Company's wireless service offerings will be effectuated through a
combination of commercial sales agency and Mobile Virtual Network Operator
(“MVNO”) resale agreements entered into between LTD Holding Company (or a
subsidiary)? and Sprint. These arrangements will allow LTD Holding Company to
offer services to a wide range of low to high usage wireless customer segments
These commercial agreements provide LTD Holding Company with a complete
portfolio of wireless and data services which will be offered to both residential
and business customers. The MVNO resale option will allow LTD Holding
Company to develop, over time, new and different wireless plans which best

match LTD Holding Company markets and customer preferences.

The sharing of asset platforms discussed in the Application and related
transactions will not impact the financial status of LTD Holding Company. The
Application and Mr. Sokol’s affidavit describe how the efficient use of shared
asset platforms support a portion of UTSE'’s operational capabilities. The
Application further explains that, upon separation, some of these shared assets
will be transferred to LTD Holding Company and some will remain with Sprint.

These asset transfers and related transactions are not expected to have a

2 Similar to the above discussion on long distance services, when describing the provision of wireless
services in my answer, | refer to LTD Holding Company generically, even though the provider actually will
be a subsidiary of LTD Holding Company referred to as “LTD Long Distance” in the Application
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substantial, long term financial impact on LTD Holding Company for reasons | will
explain later in my affidavit. First, however, | will describe the nature of these
shared Iassets, their current shared use, and the process by which decisions as
to future ownership and use between LTD Holding Company and Sprint will be

determined.

Today, the vast majority of UTSE's operations are supported by assets owned
and operated by UTSE and employees who reside in its service territory.
Howevgr, UTSE also has available to it the efficient use of certain out-of-area
sharedjasset platforms which UTSE does not own or operate itself. Rather,
these shared assets are predominately owned and operated by UTSE's affiliate,
Sprint UTSE Management Corporation (“SUMC"). For example, the System
Signaling Seven (“SS7”) platform which currently provides Local Number
Portability (“LNP") call routing information and related capabilities for UTSE is
owned and operated by SUMC This SS7 platform provides LNP capabilities, not
only to the individual operating telephone companies of Sprint (such as UTSE),
but also to the long distance and wireless affiliates. Sprint is utilizing a fact-
based decision making process whereby shared assets will be moved to the

newly formed LTD Holding Company or remain with Sprint upon separation.
The decision making process utilizes a set of straightforward criteria to determine

the most logical future owner of each currently shared asset. The first step in the

process Identifies each individual shared asset. This step has already been
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completed. The second step, which also has been completed, is to determine for
each shared asset if LTD Holding Company or Sprint, or both, require continued
use of that asset upon separation. This step has resulted in the identification of
some assets which are required for future use by LTD Holding Company, but not
by Sprint and vice versa. Those shared assets identified as being required for
future use by LTD Holding Company but not by Sprint, will be titled and moved to
the balance sheet of LTD Holding Company at the point of separation. They will

be recorded on LTD Holding Company’s balance sheet at net book value.

As stated above, the second step in the process has identified certain shared
assets which are required for the future use of both LTD Holding Company and
Sprint. A set of logical criteria have been developed which are being applied to
each individual asset decision relative to shared assets required for the future
operation of both LTD Holding Company and Sprint. These decision making
criteria require analysis regarding the primary use of the asset, the level of
revenue generation from the asset, the physical location and maintenance of the
asset, expected asset migration and the like. The examination of these objective
criteria will ultimately determine whether each shared asset will be moved to

LTD Holding Company or remain with Sprint at the point of separation.

For those shared assets which are required for LTD Holding Company's future
operations, but are determined to remain with Sprint at separation, LTD Holding

Company will ensure that it and its operating telephone company subsidiaries

22




44.

PUBLIC VERSION

such as UTSE have adequate access to asset services by purchasing the
necessary capabilities from Sprint. The reverse will also be the case for assets
transferring to LTD Holding Company at separation which Sprint needs to use for
a transitional period of time. This purchase of the use of asset services will be
transacted through Transition Service Agreements executed between LTD
Holding Company and Sprint. The transitional services subject to these
agreements will be priced at co’st and are generally expected to be in place for
approximately one year to allow sufficient time for LTD Holding Company and
Sprint to develop and implement their respective stand-alone capabilities. At the
end of the transitional period, LTD Holding Company and Sprint will discontinue
the transitional operations and associated agreements and begin utilizing their

own respective operating platforms/assets.

The process described above is not expected to generate a substantial change
to LTD Holding Company’s financial statements contained in Exhibits KWD-4,
KWD-5 and KWD-6 because the financial impacts of the LTD Holding Company’s
telephone companies’ (including UTSE’s) use of shared assets are already
reflected in the 2004 Historical LTD Holding Company starting point shown in
Exhibits KWD-4 and KWD-6. As stated earlier, these shared assets currently
reside on the balance sheet of SUMC. However, the operating costs (including
depreciation expense) of these shared assets are allocated from SUMC to the
individual local telephone companies (including UTSE) each month, using in

most cases the same relative use criteria referenced above. Additionally, the use
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of Transition Service Agreements described above will result in cost-based billing
between LTD Holding Company and Sprint for approximately one year after
separation. These billings will ensure that the cost of ownership, relative to the
transfler of shared assets to LTD Holding Company, is feduced to reflect Sprint's
use of the assets during the approximately one-year transitional period following
separaﬁon. Thus, the existing expense and cash impacts already reflected in
Exhibits KWD-4 and KWD-6 are a reasonable representation of the expense and
cash impacts that will occur from a combination of asset ownership costs and the

recording of transitional transactions, and no adjustment is therefore necessary.

The following is the overall impact to the financial statements of LTD Holding
Company as adjusted for the separation: The Adjusted Historical Consolidated
Statement of Operations for LTD Holding Company in Exhibit KWD-4 reflects an
overall increase in revenue of [Begin Highly Confidential] [End
Highly Confidential], an increase in operating expense of [Begin Highly
Confidential] [End Highly Confidential], an increase in interest
and tax expense of [Begin Highly Confidential] [End Highly
Confidential], and a decrease in net income of [Begin Highly Confidential]
[End Highly Confidential]. The Adjusted Historical Condensed
Consolidated Balance Sheet for LTD Holding Company in Exhibit KWD-5 reflects
an increase in assets of [Begin Highly Confidential] [End Highly
Confidential] which is matched by an identical increase in liabilities and

shareholders’ equity. The Adjusted Historical Consolidated Statement of Cash
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Flows for LTD Holding Company in Exhibit KWD-6 reflects an increase in cash of
[Begin Highly Confidential] [End Highly Confidential] after

accounting for all of the separation transactions.

My affidavit and the affidavit of Mr.Collins, collectively demonstrate that the new
LTD Holding Company has solid financial capabilities as a financially secure
Fortune 500 company. Upon separation, LTD Holding Company will have the
ability to generate revenues to pay all expenses, invest in its network,
employees, and systems to continue providing high quality service, and pay an
attractive dividend to its shareholder. The analysis and affidavit of Mr.Collins
illustrates that LTD Holding Company’s capital structure and dividend policy are
reasonable, and it will have the ability to raise capital, service its debt, and make
strategic investments. All of this evidence confirms that the new LTD Holding

Company will have the financial capability necessary to succeed.

The positive financial capability of LTD Holding Company will, in turn, benefit
UTSE. The positive financial characteristics of LTD Holding Company will help
ensure that it will have the financial stability to position itself and pursue
strategies necessary to assist UTSE to succeed. With a solid financial structure,
LTD Holding Company will produce sufficient revenues and cash flow to allow
LTD Holding Company to attract capital to invest in its local telephone company

operations. This investment will facilitate a focused local strategy, and local
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| hereby declare under the penalty of perjury that the foregoing statements are
true, correct, and complete to the best of my knowledge Further, the affiant

sayeth not.
Affiant

Sworn to and subscribed before me
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EXHIBIT KWD-1

Statement of Operations for the 12 Months Ended 12/31/04 for
UTSE

Public Version




United Telephone - Southeast, Inc.
Statement of Operations
Twelve Months Ended December 31, 2004

Exhibit KWD-1

($000)
UTSE Tennessee

Account Title ARMIS Basis ARMIS Basis
Operating Revenues
Basic Local Service $ 115,551 $ 81,113
Network Access Service 82,475 53,637
Toll Network Service 5,933 4,699
Miscellaneous Revenue 17,208 12,616
Non Regulated Revenue 27,246 18,690
Uncollectibles (2,723) (2,002)
Total Operating Revenues $ 245,690 $ 168,754
Operating Expenses
Plant Specific Operations $ 51,756 $ 36,783
Plant Nonspecific Operations 11,381 9,211
Access Expense 5,633 3,888
Customer Operations 33,047 23,625
Corporate Operations 30,866 21,226
Depreciation/Amortization 56,276 36,748
Total Operating Expenses $ 188,959 $ 131,482
Operating income $ 56,731 $ 37,271
Operating Taxes $ 20,369
Interest Expense $ 7,869
Other Income & Expense $ 2,943
Net Income $ 31,436

PUBLIC VERSION



EXHIBIT KWD-2

Balance Sheet at 12/31/04 for UTSE

Public Version




United Telephone - Southeast, Inc.
Balance Sheet
As of December 31, 2004

($000)

Account Title ARMIS Basis
Current Assets
Cash and Equivalents $ 90
Receivables-Net 71,477
Other Current Assets 1,671
Total Current Assets $ 73,238
NonCurrent Assets
Investments $ 3,625
Unamortized Debt Issuance Expense 138
Other NonCurrent Assets 26,429
Deferred Charges 7,178
Total NonCurrent Assets $ 37,369
Plant
Gross Property, Plant and Equipment $ 870,245
Accumulated Depreciation (568,081)
Net Plant $ 302,163
Total Assets $ 412,771
Current Liabilities
Accounts Payable $ 15,095
Advance Billings 7,370
Customer Deposits 321
Current Maturities 19,200
Accrued Taxes 1,861
Other Current Liabilities '11,461
Total Current Liabilities $ 55,307
Long-Term Debt
Funded Debt $ 13,230
Other Long-Term Debt 75,000
Total Long-Term Debt $ 88,230
Other Liabilities and Deferred Credits
Other Long-Term Liabilities $ 33,075
Net Noncurrent Deferred Income Taxes 54,321
Other Deferred Credits (1,537)
Total Other Liabilities and Deferred Credits $ 85,859
Stockholders' Equity
Stockholders' Equity $ 183,375
Total Stockholders' Equity $ 183,375
Total Liabilities and Stockholders' Equity $ 412,771

PUBLIC VERSION
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EXHIBIT KWD-3

Statement of Cash Flows for 12 Months Ended 12/31/04 for UTSE

Public Version



United Telephone - Southeast, Inc.

Statement of Cash Flows

Twelve Months Ended December 31, 2004

Exhibit KWD-3

($000)
Account Title ARMIS Basis

Cash Flows from Operating Activities

Net Income/Loss $ 31,436
Depreciation and Amortization 56,276
Other Net (24,463)
Net Cash Provided By/Used in Operating Activities $ 63,249
Cash Flows from Investing Activities

Construction/Acquisition of Property, Plant and Equipment $ (38,558)
Other Investing Activities Net (216)
Net Cash Provided from Investing Activities $ (38,774)
Cash Flows from Financing Activities

Dividends Paid $ (24,517)
Other Financing Activities Net -
Net Cash Provided by Financing Activities $ {24,517)
Net Increase/Decrease in Cash and Cash Equivalents $ (42)
Cash and Cash Equivalents-Beginning of Period 132
Cash and Cash Equivalents-End of Period $ 90

PUBLIC VERSION




EXHIBIT KWD-4

Adjusted Historical Consolidated Statement of Operations for 12
Months Ended 12/31/04 for LTD Holding Company

Public Version



NOISH3A OInand

002 ‘I Arenuer uo pa.und20 uooesUE.) UoHeIedas By} Ji Se pajuasald ase sjusawisnipy 910N

awoauj JoN

oasuadxa Xe) awoodu|

Saxe) 900Ul 810jaqg suoljesado Buinuijuod wolj swooy|

18U ‘(8suadxa) awodul 1ayj0

asuadxa )salau|

awoauj buyessdp
sasuadxa buesado jejo]
sjuswuiredwi }asse pue Buunjonssay
uolneivaidag
aaljeljsiuiwpe pue [eiauab ‘Buljeg
sjonpo.d pue sadIAes JO SIS0

sasuadx3 bunesadp

sanuanay bupeiadp j1aN

Kuedwo)  aouejsiq buoq Adljod alnjonig Auedwo?)) 002 ‘L€ J8quiadaq papul Jea
BuipjoH ¢ 'oN ‘Ipy puapialg [enden BuipjoH
dl [esuoisiH Z ON ‘Ipy L ON'lpy @17 feouoisiy
pajsnipy
(suoipw)
(paypneun) SNOILVYYIJO 40 LNIWILVLS AILYAITOSNOD TVIIHOLSIH ILSNray
ANYdWOO DNIGTOH Al

-GMX Hqiyx3



EXHIBIT KWD-5

Adjusted Historical Condensed Consolidated Balance Sheet at
12/31/04 for LTD Holding Company

Public Version
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EXHIBIT KWD-6

Adjusted Historical Consolidated Statement of Cash Flows for 12
Months Ended 12/31/04 for LTD Holding Company

Public Version
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EXHIBIT KWD-7

Adjustment No. 1, Capital Structure

Public Version



LTD Holding Company Exhibit KWD-7
Adjustment No. 1, Capital Structure
(millions)

Interest Expense Calculation for Adjustment No.1, Capital Structure

Description Interest
Amount Rate Amount

New debt Issuance:
Floating rate debt (3 - 5 yr. maturity)
Fixed rate debt (7 - 30 yr. maturity)

Less: Settlement of intercompany debt

interest Expense Adjustment No. 1
Tax Benefit

Net Increase to Expense

PUBLIC VERSION
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BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE

In the Matter of:

Application of Sprint Nextel Corporation
for Approval of the Transfer of Control of
United Telephone-Southeast, Inc., Sprint
Long Distance, Inc. and Sprint Payphone
Services, Inc. From Sprint Nextel
Corporation to LTD Holding Company

Docket No.

N N N Nam N’ N’ N N’

AFFIDAVIT OF KEVIN P. COLLINS IN SUPPORT OF THE APPLICATION OF
SPRINT NEXTEL CORPORATION FOR APPROVAL
OF TRANSFER OF CONTROL

* %k ook

THIS AFFIDAVIT IS BEING PROVIDED SOLELY IN CONNECTION WITH THE
ABOVE-REFERENCED PROCEEDING AND MAY NOT BE RELIED UPON BY
ANY PERSON OR ENTITY FOR ANY OTHER PURPOSE

& k 3k

L, Kevin P. Collins, being duly sworn depose and state:

1. I am employed as a managing director at Houlihan, Lokey, Howard & Zukin Financial
Advisors, Inc. (“HL”). My business address is Houlihan, Lokey, Howard & Zukin
Financial Advisors, Inc, 245 Park IAvenue, 19th Floor, New York, NY 10167. HL is an
international investment bank established in 1970. HL provides a wide range of services,

including mergers and acquisitions, financing, financial opinions and advisory services,

and financial restructuring. HL has rendered in excess of one hundred opinions
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addressing the impact of transactions on the capital adequacy of companies. These
opinions have been accepted by boards of directors, by lenders, by regulators and tested
in legal proceedings. Attached hereto as Exhibit KPC-1 1s a further description of HL as

well as a summary of my personal experience.

I have worked in investment banking providing financial advisory services, including
capital adequacy analysis, for the past 17 years. As a Managing Director in the New
York office of HL, I am the head of the financial advisory practice of that office, a
position that I’ve held for over ten years. My educational background includes a
Bachelor of Science degree from the State University of New York at Albany in 1979,
and a Masters in Business Administration from the University of Rochester in 1982 with

concentrations in Finance and Applied Economics.

HL has been asked to evaluate certain aspects of the separation of Sprint’s incumbent
local wireline operations (“LTD Holding Company” or “Company”) from its parent
company (as further described in the Application of Sprint Nextel Corporation (“Sprint™)
for Approval of the Transfer of Control) from a financial point of view. In particular we
have performed an independent valuation of LTD Holding Company and analyzed
certain financial information regarding the capitalization of LTD Holding Company
subsequent to the separation and its impact on the ability of the Company to pay its debts
as they become due. Attached to my affidavit as Exhibit KPC-2 1s the “Report to Sprint
Nextel Corporation”, which represents the complete analysis and valuation undertaken by

HL on behalf of Sprint (“Sprint Report™). The purpose of my testimony is to sponsor the
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Sprint Report as part of the separation application to demonstrate the financial strength of

LTD Holding Company as an independent stand alone entity.

Although the separation will not take place until the receipt of all necessary approvals,
for purposes of our analysis, we have assumed that the Transaction will occur on June 1,
2006. To complete our valuation we have utilized projected financial statement
information regarding the expected financial condition of LTD Holding Company as of
June 1, 2006 supplied by LTD Holding Company management, and assumed economic,
market and financing conditions are the same as of today. LTD Holding Company
management provided financial projections for LTD Holding Company through fiscal
year 2007 approved by LTD Holding Company management as part of their ongoing
busineés operations (“Three Year Projections”) (Sprint Report, Executive Summary - Tab
1, Contents of Report and Other Matters, page 3; Transaction Overview - Tab 2, page 14
— fiscal years 2005-2007). Although we have not independently verified the accuracy
and completeness of the Three Year Projections or their underlying assumptions, nothing
has come to the attention of our personnel working on this engagement during the course
thereof that has caused us to believe, based on our best professional judgment, that it was

unreasonable for us to utilize and rely upon the projections as part of our analysis.

HL independently undertook solely for purposes of this analysis to extend the Three Year
Projections to 2010. (Id.) The extension for 2008 to 2010 was not developed by Sprint
management and is not part of the projections approved by Sprint management:

nevertheless, Sprint does not believe that it is unreasonable for HL to utilize the extended
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forecasts for purposes of its evaluation. HL developed the extension by trending from the
Three Year Projections utilizing publicly available information relating to
telecommunication industry and forecasts for use solely in the Cashflow Test, as
hereinafter defined. We understand that Sprint has obtained indicative ratings for LTD

Holding Company from major ratings agencies.

The typical analysis of adequate capital examines both the value of a company’s assets
relative to its liabilities, and its projected cash flows relative to its operating requirements
(Sprint Report, Methodology — Tab 4, Capital Tests Methodology, Reasonable Capital
Test, page 47). The analysis is conducted under the assumption that the transaction has
been consummated as proposed. The analysis we concluded can be summarized as

follows:
(a) The fair value of LTD Holding Company’s assets 1n the aggregate;

(b) Whether the fair value of LTD Holding Company’s assets would exceed its
stated liabilities and identified contingent liabilities (referred to as the

“Balance Sheet Test”);

(c) Whether LTD Holding Company should be able to pay its debts as they
become absolute and mature while (i) continuing to generate sufficient cash to
re-invest in the business at a level indicated by the Company necessary to
maintain the current level of service, and (ii) paying dividends in accordance

with the planned dividend policy which the Company believes is
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commensurate with industry peers and after consideration of a commercially

reasonable level of refinancing (referred to as the “Cashflow Test™); and

(d) Whether the capital remaining in LTD Holding Company after thg
Transaction would be reasonable for the business in which it is engaged, as
management has indicated it is proposed to be conducted following the
consummation of the Transaction (referred to as the “Reasonable Capital

Test”).

The fair value of a company’s assets is defined as “the amount that may be realized if a
company’s aggregate assets (including goodwill) are sold in their entirety with reasonable
promptness in an arm’s length transaction under present conditions for the sale of

comparable business enterprises, as such conditions can be reasonably evaluated.”

Being “able to pay its debts as they become absolute and mature” means that, assuming
the transaction has been consummated as proposed, the company’s financial forecasts
indicate positive cash flow for such period, including (and after giving effect to) the
payment of installments due under loans made pursuant to the indebtedness incurred in
the transaction, as such installments are scheduled at the close of the transaction, after

consideration of a commercially reasonable level of refinancing.”

To assess whether the capital remaining in a company is not unreasonably small requires
a subjective analysis of the results of the Balance Sheet Test and the Cashflow Test. The

analysis includes consideration of various factors including: (i) the degree of sensitivity
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to revenue growth or decline and margin assumptions demonstrated in the Cashflow Test;
(ii) the historical and expected volatility of asset values; (iii) the maturity structure of the
company’s fixed obligations; (iv) the magnitude, timing, and nature of contingent
liabilities; (v) the prevalent capital structures within the industry; and (vi) the amount of
flexibility allowed by the financial covenants in the credit agreements. The size of LTD
| Holding Company and the diversity of its wireline assets across eighteen states are

important factors in performing the Reasonable Capital Test.

HL employed three approaches that are commonly used by investors and analysts in the
valuation of companies (Sprint Report, Methodology — Tab 4, Valuation Methodology,
pages 38-43). First, in the Market Multiple Approach we derive valuation multiples from
a group of comparable publicly traded companies. Upon a comparison of the subject
company to the comparable companies across a number of qualitative and quantitative

factors, we select multiples to apply in the valuation of the subject company.

Second, in the Comparable Transaction Approach we derive valuation multiples from
precedent transactions within the industry representing the sale of comparable companies
or assets. Similarly, based upon a comparison of the subject company to those companies
nvolved in industry transactions, we select multiples to apply in the valuation of the

subject company.

Finally, in the Discounted Cash Flow Approach, utilizing the financial projections

prepared by management of the Company, we calculate the net present value of all future
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expected cash flows. Cash flows are discounted to the present at a risk-adjusted discount
rate, which is measured as the industry weighted average cost of capital. At the final year
of the projections, we estimate a terminal value using a valuation multiple in a similar

fashion to the first two approaches. This terminal value is also discounted to the present.

The conclusion of the fair value of the Company (or its assets in the aggregate) is
determined by taking into consideration the indicated values from the above three

approaches.

HL determined that in this case, the book value of equity is not a relevant indicator of fair
value for the company’s assets. In certain situations, for example with financial
institutions, book value (or a multiple thereof) is often utilized in valuation analyses.
However, for operating companies, including telecommunication companies, book value
of equity is often a function of accounting conventions and historical accounting
treatment and is not a directly applicable figure for valuation purposes. Book valﬁe
results from the myriad accounting rules and often has no direct corrélation to fair value.
This can be observed in the marketplace where companies with negative book equity

values have positive and substantial market equity values.

Based on our valuation analysis, the fair value of the assets of LTD Holding Company is
reasonably stated in the range of [Begin Highly Confidential] [End Highly
Confidential] to [Begin Highly Confidential] [End Highly Confidential]

(Sprint Report, Valuation Analysis - Tab 5, Valuation Summary, page 50). Further, it is
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our conclusion that LTD Holding Company, assuming that the transaction is
consummated as proposed, passes the previously described tests relating to adequate
capital. The estimated fair value of the assets exceeds the pro forma debt [Begin Highly
Confidential] o [End Highly Confidential] of $7.3 billion. LTD
Holding Company should be able to pay its debts as they become absolute and mature,
after consideration of a commercially reasonable level of refinancing, while (i)
continuing to generate sufficient cash to re-invest in the business at a level indicated by
the Company necessary to maintain the current level of service, and (ii) paying dividends
in accordance with the planned dividend policy which the Company believes is
commensurate with industry peers. Finally, after review of the previously cited factors
we concluded the capital remaining in LTD Holding Company is not unreasonably small
for the business in which it is engaged (Sprint Report, Capital Tests — Tab 6, pages 65-

68).

The anticipated level of debt of LTD Holding Company after the separation is within the
levels that can be observed for similar industry participants. Investors, analysts and
rating agencies examine a number of leverage ratios when assessing the creditworthiness
of a company. These ratios often include (i) total debt to EBITDA (earnings before
interest, taxes, depreciation and amortization), (ii) fixed charge coverage defined as
(EBITDA-capital expenditures)/annual interest payments, and (iii) total debt to enterprise
value (defined as market value of equity, plus debt and preferred stock, less cash). LTD
Holdiné Company is expected to have a debt to EBITDA ratio of approximately [Begin

Highly Confidential] [End Highly Confidential] at the time of the separation.
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This is a [Begin Highly Confidential] [End Highly Confidential] of
leverage as compared to the selected comparable companies, which have an average debt
to EBITDA ratio of 3.7x (Sprint Report, Executive Summary — Tab 1, Summary of
Findings, page 8). Based on the forecasts for LTD Holding Company, EBITDA is
expected to cover fixed charges in 2006 by approximately [Begin Highly Confidential]

[End Highly Confidential] (Sprint Report, Capital Tests — Tab 6, Summary of
Analyses, page 73), which is [Begin Highly Confidential] [Enq Highly
Confidential] the average 3.2x fixed charge coverage ratio for the comparable companies
(Sprint Report, Telecommunications Industry Analysis - Tab 3, Comparable Companies
Analysis, page 26). Based upon the midpoint of our valuation range for LTD Holding
Company, we estimate that at the time of the separation the Company’s debt will account
for app£oximately [Begin Highly Confidential] [End Highly Confidential]
of its capital. (Sprint Report, Telecommunications Industry Analysis - Tab 3,
Comparable Companies Analysis, page 26). This is [Begin Highly Confidential]

[End Highly Confidential] the average debt to capital ratios for the

comparable companies of 46.1 percent. (Sprint Report, Telecommunications Industry

Analysis - Tab 3, Comparable Companies Analysis, page 26).

LTD Holding Company currently anticipates paying approximately $300 miilion per year
in dividends on its common stoclk (Spr'mt Report, Transaction Overview — Tab 2, page
13). Dividends are an important aspect of equity securities and LTD Holding Company’s
dividend yield is expected to attract investors who are interested in current yield thereby

providing support for the stock price. Based on the forecasts for LTD Holding Company,
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the Company is expected to have sufficient cash flows frofn operations to reinvest in its
business through capital expenditures, pay the dividend and make principal i)ayments on
its debt. In fact, its dividend payout ratio (defined as the dividend payment as a
percentage of free cash flows after payment of interest, taxes and capital expenditures) is
projected to be in the range of [Begin Highly Confidential] [End Highly
Confidential] to [Begin Highly Confidential] [End Highly Confidential]
over the projection period (Sprint Report, Capital Tests — Tab 6, Summary of Analyses,
page 73), which is [Begin Highly Confidential] [End Highly
Confidential] than the median expected 2005 payout ratio for the comparable companies
of 70 percent (Sprint Report, Executive Summary - Tab 1, Summary of Findings, page 7).
Additionally, notwithstanding that equity investors will view the dividend payment
favorably, the dividend payment will be at the discretion of LTD Holding Company’s

board of directors and the payment can be modified at any time.

I do not expect that the anticipated capital structure will limit LTD Holding Company’s
ability to reinvest in its business. The management of LTD Holding Company has
projected future capital expenditure requirements. The aggregate capital expenditures in
each of the next several years is expected to be approximately [Begin Highly
Confidéntial] [End Highly Confidential] of revenues, which is [Begin
Highly Confidential] [End Highly Confidential] than the average
projected for 2005 for the comparable companies of approximately 13 percent of
revenues (Sprint Report, Executive Summary - Tab 3, Comparable Companies Analysis ,

page 35). As discussed above, LTD Holding Company should have excess cash flows

10
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beyond those needed for dividend payments should capital expenditure requirements be
higher than anticipated or if the Company has investment opportunities with favorable

€Cconomics.

With the proposed capital structure, LTD Holding Company should be in a position to

obtain future financing. The ability of a company to raise financing is a function of a
number of factors, including, but not limited to attractiveness of its business, leverage and
capital market conditions. Based on the Company’s forecasts and assuming market
conditions are reasonably similar to those existing today, LTD Holding Company’s
leverage should decline and it should maintain a substantial equity value. As an
independent company with a size that places it well within the Fortune 500, LTD Holding

Company should have numerous alternatives for accessing capital in the future.

Current and future competition has been factored into the analysis. The Company
recognizes that its business has been and will continue to be subject to competition from
a number of competitive communication providers including wireless voice and data
providers, cable companies offering voice services and potentially other competitors in
the future. The expectation for future competition is factored nto the Company forecasts
in which it has assumed access line [Begin Highly Confidential] [End Highly
Confidential] from [Begin Highly Confidential] [End Highly
Confidential] (Sprint Report, Telecommunications Industry Analysis - Tab 3,
Comparable Companies Analysis, page 28) to [Begin Highly Confidential]

[End Highly Confidential] per year (Sprint Report, Capital Tests — Tab 6, Summary of

11
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Analysis, page 72) over the 2005 to 2007 period, [Begin Highly Confidential]

[End Highly Confidential] certain of its product offerings and [Begin Highly
Confidential] (End Highly Confidential] its [Begin Highly
Confidential] {End Highly Confidential] DSL business. While the Company
plans to respond to these competitive threats to minimize the impact to its business, the
assumptions regarding competition in the Company’s forecasts are inherently embedded
in our analysis. Further, to test less favorable potential outcomes for the Company, we
have tested cases with [Begin Highly Confidential] [End Highly
Confidential] to competition and have determined that the Company has reasonable

cushion to underperform 1t forecasts yet maintain a positive operating cash flow.

Based on the current intentions of Sprint regarding the separation of the local
telecommunications division, including the anticipated debt and dividend levels of LTD
Holding Company, our summary conclusions are as follows. Based on an extensive
review of the operations and financial condition of LTD Holding Company, my
knowledge and experience in both telecommunications and corporate finance, and my
valuation and financial analysis, and assuming that the transaction is consummated as
proposed, LTD Holding Company passes the three tests relating to adequate capital as
previously discussed. Further, neither the level of debt nor the anticipated dividend
policy should limit the Company’s ability to reinvest at the levels that the Company

forecasts will be required to maintain its current or an improved level of quality of

service.

12
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EXHIBIT KPC-2

Report to Sprint Nextel Corporation

*** PUBLIC VERSION ***
All Redacted Matenals Are “Highly Confidential”
No “Confidential” Materials Included
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Appendix

Large Cap vs. Small - Mid Cap RLECs

Case Study

Verizon Hawa

Public RLEC Universe

Comparable Company Descriptions
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BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

In the Matter of:

Application of Sprint Nextel Corporation
for Approval of the Transfer of Control of

United Telephone-Southeast, Inc., Sprint Docket No.

Long Distance, Inc. and Sprint Payphone
Services, Inc. From Sprint Nextel
Corporation to LTD Holding Company

AFFIDAVIT OF THOMAS W. SOKOL IN SUPPORT OF THE APPLICATION
OF SPRINT NEXTEL CORPORATION FOR APPROVAL
OF TRANSFER OF CONTROL

Thomas W. Sokol, being first duly sworn, states as follows:

I. Introduction

1. My name 1s Thomas W. Sokol. I am employed by Sprint Nextel
Corporation (“Sprint”) as Sprint’s State Executive for Tennessee and Virginia. My

office is located at 707 E. Main Street, Suite 1775, Richmond, Virginia.

2. I have also held officer positions at United Telephone-Southeast, Inc. and
Sprint Mid-Atlantic Telecom, Inc. in Finance, Human Resources and External

Affairs. In my current position as State Executive, I have responsibility for



Legislative, Regulatory and Corporate Communications for all Sprint entities

operating in Tennessee.

I have a Bachelor of Science Degree in Business Administration from
Franciscan University in Steubenville, Ohio. Ihold a Masters Degree in Business
Administration from Gannon University in Erie, Pennsylvania. Iam a Certified

Internal Auditor.

The purpose of my affidavit is to support the Application seeking approval
for the transfer of control of United Telephone-Southeast, Inc. (“UTSE”), Sprint Long
Distance Inc. (“LTD Long Distance”) and Sprint Payphone Services, Inc. (“SPSI”) to
a new corporate parent. I will describe the separation of Sprint’s local
telecommunications business from the rest of Sprint and how it results in a transfer of
control to LTD Holding Company. I explain that UTSE, LTD Long Distance, and
SPSI will continue to have the technical and managerial capabilities to provide
quality service after the separation. I also will show that, other than the change in the
company name and logo, the separation will be transparent to and beneficial to

customers of UTSE, LTD Long Distance, and SPSI.

My affidavit is provided principally on behalf of the companies in
Tennessee that will experience a change in control from Sprint to LTD Holding
Company effective upon completion of the separation: UTSE, LTD Long Distance,

and SPSI. My affidavit is also provided on behalf of LTD Holding Company, which



will be the parent company for UTSE, LTD Long Distance and SPSI after the

separation.

Today, Sprint continues its tradition of more than a century of providing
quality services to its local customers through the operations of its incumbent local
exchange carrier (“ILEC”) — United Telephone-Southeast, Inc. UTSE serves
approximately 230,000 access lines in 22 communities in the state and provides a full
portfolio of communications services to its customers, inpluding local, long distance, -
wireless, high-speed data, and video. In 2004, UTSE invested over $38 million in
capital additions in the state, bringing total plant assets in service to over $580
million. UTSE paid approximately $3.3 million in property taxes to state and local
jurisdictions in Tennessee during 2004. UTSE’s operations in Tennessee include
more than 600 employees with a total annual payroll exceeding $27 million.

Contributions and sponsorships by UTSE during 2004 were in excess of $140,000.

UTSE, LTD Long Distance and SPSI operate as direct or indirect
subsidiaries of Sprint, and, collectively with Sprint’s ILEC properties in 17 other
states, make up Sprint’s Local Telecommunications Division. LTD Long Distance
was recently formed for the purpose of providing long distance service to customers
of Sprint’s ILEC pperations, including customers of UTSE. The ultimate parent

company of UTSE, LTD Long Distance and SPSI is Sprint.



10.

The separation of Sprint’s local telecommunications business from the rest
of Sprint will result in little, if any change to UTSE, LTD Long Distance and SPSL
The operating entities in the state will remain the same. UTSE, LTD Long Distance
and SPSI will continue to exist as separate companies and, as is explained later in my
affidavit, will continue to serve their local customers in a way that will ensure

transparency to those customers.

From a corporate structure perspective, the only change to these entities will
be that the ultimate owner of these companies will be LTD Holding Company rather
than Sprint. Exhibit TWS-1 to my affidavit shows the corporate structure of Sprint
Corporation before its merger with Nextel Communications, Inc., the corporate
structure of Sprint after the merger of the two companies, and the corporate structure
related to the creation of the LTD Holding Company. These charts illustrate that at
the completion of the separation UTSE, LTD Long Distance and SPSI are unchanged

and simply are owned by a new parent company, LTD Holding Company.

The names of UTSE, LTD Long Distance and SPSI, or the names under
which they will do business, will change as the separation of these entities from
Sprint is completed. A new corporate name and logo are being developed and will be
introduced on or near the f;ffective date of the separation. Any state-required

registrations, filings or notifications for the name changes will be completed at that

time.



IL.

11.

12.

The Transaction will be Transparent to Customers

The transaction will result in continuous service and, with the exception of
the new company name and logo, the separation will be transparent to customers. On
the day after the separation, UTSE, LTD Long Distance, and SPSI will offer the full
ranges of products and services they offered the day prior to separation, at the same
prices, and subject to the same rules, regulations and applicable tariffs. UTSE will
continue to meet the needs of customers who want a “one stop shop” for voice and
data communications needs through bundled service offerings. The separation will
have no adverse affect on the quality of service customers enjoy, or on the ability of
the company to meet all of its obligations. Equally important, there will be no change
in the high quality customer service experience the company provides. Customers
will continue to be able to call existing numbers to obtain new services, report service

problems and address billing or other customer care issues.

The separation will not affect or change the certificated entities, and they
will continue to provide local exchange service, long distance service and payphone
services subject to existing statutes, orders, rules, regulations and applicable tariffs.
Moreover, the transaction will have no impact on the terms of any interconnection
agreements or UTSE’s obligations under state and federal laws regarding

interconnection.



III. Technical and Managerial Capabilities of UTSE, LTD Long Distance and SPSI

13.

14.

to Continue Providing Quality Service

| The certificated entities in Tennessee that provide service to our customers
today will continue to provide the same services after the separation. Moreover,
UTSE, LTD Long Distance, and SPSI will have the assets, agreements, technical
capabilities, managerial expertise, employees and other resources needed to continue

to provide quality services to our customers.

All equipment, buildings, systems, software licenses and other assets owned
by UTSE will remain assets of UTSE. There will be no transfers or assignments of
assets owned by UTSE as a result of the separation. Assets owned by other Sprint
entities that currently serve the needs of multiple Sprint operations are being reviewed
to determine which entity has the predominant use of the shared asset today and will
continue to have a need for that asset in the future. Through a structured review
process described in greater detail in the affidavit of Kent W. Dickerson, a
determination will be made regarding the future owner of each of the shared assets.
For any shared assets that will remain with Sprint, LTD Holding Company, or one of
its subsidiaries, will decide whether to purchase or lease similar assets, or contract for
comparable services from a third party to best meet future needs. In the interim,
Transition Services Agreements between Sprint and LTD Holding Company will
provide access to needed assets to ensure the continuity of services as the separation

is completed. As aresult, LTD Holding Company, together with UTSE, LTD Long



15.

16.

Distance and SPSI, will have all of the necessary network assets and ordering,
provisioning, billing and customer care capabilities required to continue to provide

high quality retail and wholesale services seamlessly after the separation.

UTSE will continue to provide a complete portfolio of services to its
customers in Tennessee through a combination of self-provisioning and commercial
agreements. UTSE’s provision of local service and high-speed Internet services will
be unaffected by the separation transaction. UTSE will continue to offer the same

services, and at the same rates, terms and conditions that it does today.

UTSE customers who currently have Sprint Communications Company L.P.
as their long distance carrier and enjoy the benefits of one-stop shopping will have the
ability to continue purchasing bundled services. Through a commercial agreement
with Sprint Communications Company L.P., UTSE will have the capability to
seamlessly provide long distance services to these customers under the same rates,
terms and conditions the customers currently enjoy with Sprint Communications
Company L.P. When the separation is complete, the consumer long distance
customers of Sprint Communications Company L.P. within UTSE’s service territory
will become customers of LTD Long Distance. Business customers subscribed to
Sprint Communications Company L.P. with their headquarters located in UTSE’s
service territory will also become customers of LTD Long Distance. The transfer of
consumer and business customers from Sprint Communications Company LI.P. to

LTD Long Distance will be completed in accordance with FCC and Tennessee



17.

18.

19.

Regulatory Authority approvals and after required customer noticés, which will
include an opportunity for customers to choose another long distance carrier if they
do not desire service from LTD Long Distance. The commercial agreement that
enables UTSE’s customers to continue to receive long distance services as they do

today is described in greater detail in Mr. Dickerson’s affidavit.

LTD Long Distance will also enter into a commercial agreement with Sprint
for the provision of wireless services to UTSE customers. This commercial
agreement will provide UTSE the continued ability to offer a wireless component for
customers desiring integrated service offerings. The wireless commercial agreement

with Sprint is also described in greater detail in Mr. Dickerson’s affidavit.

UTSE currently offers customers the opportunity to purchase satellite video
services as a component of an integrated service bundle through a sales agency
agreement with EchoStar. The appropriate steps are underway to ensure the
arrangement with EchoStar remains in place after the separation to enable customers
to continue to purchase video services as part of their bundled service offering from

UTSE.

Through these long distance, wireless and video arrangements, UTSE and
LTD Long Distance will continue to offer customers the opportunity to subscribe to
bundles of local, long distance, wireless, high-speed Internet and video services as

they do today.



20.

21.

22.

The customer service, network and operations functions that are critical to
the companies’ success today will continue when the separation is complete, and the
companies will be staffed to ensure that continuity. Customers will continue to

interact with the local employees who serve them today in their local communities.

UTSE, LTD Long Distance, and SPSI will continue to receive certain
management services from the corporate level, including human resources, finance,
tax, communications, legal, planning, general support, and information services.
Although the services will be the same as those provided today, and will be staffed by
many of the same experienced and knowledgeable people currently providing those
services, the entity that provides these services will be a new management company
subsidiary of LTD Holding Company. Continuing to maintain these centralized
functions will allow individual operating companies including UTSE to benefit from

the efficiencies of centralized support services.

At the senior management level, LTD Holding Company will be managed
by capable and experienced executives who will provide continuity and consistency
of operations after the separation is completed. Daniel R. Hesse has been named
Chief Executive Officer of LTD Holding Company. Mr. Hesse has extensive
experience in the telecommunications industry, including 23 years at AT&T.
Michael B. Fuller has been named the Chief Operating Officer of LTD Holding

Company. Mr. Fuller, currently President and Chief Operating Officer. of Sprint’s



Local Telecommunications Division, has had responsibility for leading Sprint’s local
telephone operations since 1996. Gene Betts, formerly Sprint Corporation’s Senior
Vice President and Treasurer, has been named Chief Financial Officer of LTD
Holding Company. Tom Gerke, formerly Executive Vice President-General Counsel
and External Affairs of Sprint Corporation, has been named General Counsel for LTD
Holding Company. James A. Hansen has been named the senior officer to lead LTD
Holding Company’s Network and Customer Service Organization. For Mr. Hansen,
this represents a continuation of his current reéponsibilities and focus on network
operations of Sprint’s ILEC operations. Exhibit TWS-2 to my affidavit shows
organizational charts for LTD Holding Company with the named senior management
team identified. The senior management team has an average tenure with Sprint of

nearly 18 years, with approximately 170 years of combined Sprint experience.

IV. Benefits of the Separation

23.

UTSE, LTD Long Distance, Inc. and SPSI operate in an industry that has
been and continues to be subject to technological advances, evolving consumer
preferences, and dynamic change. These factors, combined with recent regulatory
developments, result in a market environment where the interests of Sprint’s local
wireline operations will begin to diverge from Sprint’s increasingly wireless-centric
focus. Establishing Sprint’s wireline local service operations as an independent,
stand-alone corporation creates a company whose primary strategic focus is on

building upon its local wireline capabilities to provide a full portfolio of quality

10



24.

25.

26.

services to residential and business customers in its local territory. The separation
establishes a heightened level of clarity in terms of the company’s vision and
purpose; a clarity that has the beneficial effect of better aligning the interests of the

company with the interests of its local telephone customers.

The separation of Sprint’s ILEC operations will allow its local customers to
be served by a company with a local focus. Prior to merger, Sprint Corporation
served nearly three times as many wireless customers as local wireline customers.
With the merger, Sprint serves five times as many wireless customers as wireline
customers. Given the predominance of wireless customers, Sprint will naturally
focus on its nationwide business built around wireless services and 1ts nationwide

fiber optic and global IP network.

This separation of Sprint’s ILEC operations will allow UTSE’s local
customers to be served by a company whose primary strategic interest is the specific
local franchised areas it serves in Tennessee. The result is a company that seeks to be
the preferred hometown communications company with a single-minded focus on its

local markets in Tennessee.
UTSE’s success will be directly dependent upon its ability to meet the needs

of its local customers. Customers are most interested in a company that understands

and can provide solutions to communications needs in their local community. The

11



27.

separation allows the company to focus with clarity on serving the interests of its

customers in the local communities.

With a more targeted local focus, UTSE can enhance its local presence to be
more responsive in service delivery, product portfolio and customer interaction. It
will be better positioned to listen to its customers’ needs, and to service thos’e needs
by tailoring products specifically to its local customer base. Although comprehensive
plans for specific programs are still in the development stage, examples of areas
where this local focus concept would be manifested include:

» Many of Sprint’s wireline and wireless business and residential offerings
have concentrated on product offerings that target national urban markets.
Since many of UTSE’s local customers live in more rural areas, their
needs are often different from the needs of Sprint’s nationwide customer
base. UTSE will have the freedom to create product offerings that better
reflect the preferences of its current local customers. As an example,
UTSE is considering offerings designed to complement wireline service
rather than replace it, which may be more attractive to its local customers.

» UTSE is evaluating opportunities to increase its local presence through the
placement of retail stores 1n selected local communities.

» Local cross-functional teams with representatives from customer-facing
organizations, including operations, consumer and business marketing and
public affairs, will be formed and charged with greater accountability for

overall performance in specific geographic areas. These local teams will

12



28.

29.

be responsible for understanding customers’ needs in specific geographic
markets and developing market-specific actions to address those needs.

e Responsibility for responding to the needs of business customers in
UTSE’s local territory is being shifted from an organization with national
focus to an organization that will focus exclusively on the business
customers in UTSE’s territory. This local emphasis will be enhanced by
physically locating employee resources dedicated to local business
customers in or near local markets. Business customers will benefit from
a business sales and service organization whose focus will be on
understanding and meeting their specific communications needs in

UTSE’s local territory.

The separation provides a greater opportunity for UTSE to compete
effectively to retain and grow its customer base with a level of independence the
company would not have as part of a larger corporation with a predominantly
wireless and national focus. Customers benefit from the increased focus on their
needs and UTSE benefits from retaining and attracting those customers whose needs

are satisfied by the company’s offerings, service quality, and customer care.

The separation will allow Sprint to compete more effectively in three
important ways. First, separating the ILEC business from Sprint eliminates any
potential tensions between Sprint’s anticipated national wireless strategy and LTD

Holding Company’s local wireline strategy. For example, Sprint has announced that

13



30.

it will focus on serving as a wireless alternative to wireline service and to advance
competition by, for example, enabling cable companies’ voice offerings or using
other technologies. Sprint’s goal of replacing existing local wireline service is
inconsistent with LTD Holding Company’s goal of building on its local wireline
capabilities. Second, the separation will allow decisions to be made more quickly and
will allow flexibility for creating bundles and product portfolios in specific markets.
Among other things, LTD Holding Company will be able to offer new products more
rapidly and to respond to new offerings from alternate providers quickly 1n the local
market. Third, as described above, the separation will allow LTD Holding Company

to focus on developing products targeted to local customers.

UTSE will strengthen 1ts local emphasis and build on its foundation of local
services as it continues to meet the telecommunications needs of customers. Local
affairs will continue to be managed by employees with established local connections.
UTSE will continue to be an active participant in local activities and to provide
opportunities for employees to do so as well. With financial contributions, volunteer
efforts and philanthropic involvement, UTSE views its citizenship role as an integral
part of its corporate responsibilities. UTSE intends to continue its current community
efforts, focusing on education, youth development, community improvement and

economic development, after the separation is completed.

14



V.

31.

Summary

The transfer of control of United Telephone-Southeast, Inc., Sprint Long
Distance Inc. and Sprint Payphone Services, Inc. from Sprint to LTD Holding
Company will be transparent to customers. It will not affect the companies’ technical
and managerial capabilities to provide quality communications services. The
affidavits of Kent Dickerson and Kevin P. Collins from Houlihan Lokey demonstrate
the financial capabilities of United Telephone-Southeast, Inc. and LTD Holding
Company. Dr. John Mayo, Professor of Economics, Business, and Public Policy at
Georgetown University, provides an independent evaluation of the proposed
transaction and supports his findings that 1t 1s in the public interest and it is natural,
and expected for corpor'ations to seek to organize themselves in an efficient and
strategically focused manner. Affidavits of all the witnesses, including my own,
ultimately support a finding that the separation is in the public interest. The
separation will result in a company whose primary strategic focus will be to build
upon its local wireline capabilities in providing quality services to residential and
business customers in its local territory. This separation will allow the company to
clanfy its vision and purpose; this clarity will have the beneficial effect of better
aligning the interests of the company with the interests of its customers. Because the
separation of the local operations is in the public interest, the Commission should,
therefore, approve the change of control of United Telephone-Southeast, Inc., Sprint

Long Distance Inc. and Sprint Payphone Services, Inc to LTD Holding Company.

15
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I hereby declare under the penalty of perjury that the foregoing statements are true,

correct, and complete to the best of my knowledge. Further, the affiant sayeth not.

T hosrs 1 Sk

Affiant

Sworn to and subscribed before me

this 16T k day of &(LM 2005

Poudpia b

Notary Public v

(Seal)
My Commission Expires: , / / 3 d/ 0¥




EXHIBIT TWS-1

Corporate Structures
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EXHIBIT TWS-2

LTD Holding Company Organizational Chart
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BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE

In the Matter of:

Application of Sprint Nextel Corporation
for Approval of the Transfer of Control of
United Telephone-Southeast, Inc., Sprint
Long Distance, Inc. and Sprint Payphone
Services, Inc. From Sprint Nextel
Corporation to LTD Holding Company

Docket No.

N’ N N S N N’ N N’

AFFIDAVIT. OF JOHN W. MAYO IN SUPPORT OF THE APPLICATION OF
SPRINT NEXTEL CORPORATION FOR APPROVAL
OF TRANSFER OF CONTROL

John W. Mayo, being first duly sworn, states as follows:
L. INTRODUCTION

1. My name is John W. Mayo. My business address 1s Georgetown University,
McDonough School of Business, Old North Building, 37"and O Streets, NN\W.,

Washington, D.C. 20057.

2. I am Professor of Economics, Business and Public Policy at Georgetown
University in the McDonough School of Business. I am also the Executive Director of
the Center for Business and Public Policy in the McDonough School at Georgetown

University.



3. I hold a Ph.D. in economics from Washington University in St. Louis (1982), with
a principal field of concentration in industrial organization, which includes the analysis of
antitrust and regulation. [ also hold both an M.A. (Washington University, 1979) and a

B.A. (Hendrix College, Conway, Arkansas, 1977) in economics.

4. I have taught economics, business and public policy courses at Georgetown
University, Washington University, Webster University, the University of Tennessee, and
Virginia Tech (VPI). These courses include both graduate and undergraduate classes in
industrial organization, regulation and antitrust. I also have served in senior
administrative positions. During the academic years 2002-2004, I served as Dean of the
 McDonough School of Business and before that as Senior Associate Dean. Also, I have
Iserved as the Chief Economist, Democratic Staff of the U.S. Senate Small Business

Committee.

5. I have authored a number of articles and research monographs, and have written a

comprehensive text entitled Government and Business: The Economics of Antitrust and

Regulation (with David L. Kaserman, The Dryden Press, 1995). Ihave also written a
variety of specialized articles on economic issues in the telecommunications industry.
These articles include discussions of competition and pricing in, and the industrial
organization of, the telecommunications industry. These articles have appeared in

academic journals such as the RAND Journal of Economics, the Journal of Law and

Economics, the Journal of Regulatory Economics, and the Yale Journal on Regulation.



A more detailed accounting of my education, publications and employment history is

contained in Exhibit JIWM-1.

6. I have been asked by Sprint Nextel Corporation (“Sprint”) to evaluate the public
policy merits of the proposed separation of its incumbent local exchange company
(“ILEC”) operations. For a variety of reasons that I will describe below, I conclude that,
indeed, the proposed separation is in the public interest. This affidavit, which describes
the logic behind my conclusion, is organized as follows. First, in Section I, I provide a
brief background discussion to frame the issue. Next, in Section III, I examine specific
considerations associated with the proposed separation. Finally, in Section IV, 1

conclude the affidavit.

IL. ECONOMIC GUIDEPOSTS

7. Any serious examination of industrial structure and industrial change will find
that firms are constantly re-organizing themselves, sometime in small ways and
sometimes in larger ways in order to perform more efficiently. The reason, of course, is
that in a capitalistic society, firms most generally create value for shareholders by
providing better services and products for consumers, bringing new services to the
marketplace and by providing these services in the most efficient manner possible.
Consequently, as firms strive to provide enhanced services and create customer value for

their offerings, they naturally and continually seek to organize themselves in the most



efficient manner possible. In this sense, the proposed re-structuring by Sprint reflects the

. . . 1
normalcy of industrial re-organization.

8. In industries undergoing significant technological change such as the modern
telecommunications industry, it is both na‘tural and expected that the frequency and
significance of industrial re-organizations will be particularly pronounced.2 Indeed, the
press of technological change in the telecommunication industry has created a host of
converging technological platforms — wireless, wireline and cable — that have created an
industry in significant flux. This flux, rather predictably, is destroying the uniformity of
strategic interests and visions that characterized the industry in the past. The result is that
firms today can be expected to adopt quite different strategies depending on their initial
position within this broader industry. Indeed, as observed by Harvard University
economist Michael Porter, “Strategy is the creation of a unique and valuable position,
involving a different set of activities. If there were only one ideal position, there would
be no need for strategy. . . . The essence of strategic positioning is to choose activities

that are different from rivals.”

: Indeed, similar restructurings in other industries are quite common. See, e g, Patrick A Guaghan
Mergers, Acquisitions and Corporate Restructurings, John Wiley & Sons, Third Edition, 2002, pp. 393-
429. Notable recent restructurings include spin-offs by American Express of its financial advisors units and
Viacom of its CBS and UPN networks See also, Michael J Critella “Back Where We Belong,” Harvard
Business Review, May 25, 2005, which describes Pitney Bowes organizational changes that have varied
from a focus on organic growth, to establishing a diversified firm, to, more recently, engaging in spin-offs
to achieve a “renewed focus on the core ” (p 58) For complementary discussion of the ongoing industrial
re-organization 1n the chemical, computer and semiconductor industries, see Jeffrey T. Macher and David
C Mowery “Vertical Specialization and Industrial Structure in High Technology Industries,” Business
Strategy over the Industry Lifecycle - Advances in Strategic Management, J A C Baum and A.M.
McGahan (Eds ) Volume 21, Elsevier Press, New York , 2004, 317-356.

2 See, e g , Debra Aaron “Using Capital Markets as a Monitor Corporate Spin-offs in an Agency
Framework,” RAND Journal of Economics, Vol 22, Winter 1991, pp 505-518, who indicates that “Firms
that are operating 1n rapidly changing markets are more likely to engage in spin-offs.” (p. 506)

3 See Michael E Porter “What is Strategy?,” Harvard Business Review, November-December 1996, p. 61 -
78.




9. Consequently, some telecommunications firms may at this juncture choose to
consolidate different lines of business while others (like Sprint) may choose to separate
lines of business and customer groups. This is entirely appropriate and normal given that
different firms may be situated very differently within the industry. The variation in the
strategic visions and choices of individual firms may be “messy” but it stems from a
healthy quest that enhances the prospect for consumer benefits as firms struggle for more
efficient ways to organize themselves to better serve customers. Thus, while some may
speculate as to whether “this” or “that” organizational form is “the right one” for the
future, the dynamics of this industry are sufficiently strong that it 1s difficult, if not
altogether impossible, to know which of the myriad strategies and organizational forms
will be ultimately rewarded by consumers and shareholders.* Thus, while it is common
to observe, or engage in, “arm-chair” quarterbacking in the corporate structuring arena,
the most prudent policy is to provide deference to the nuanced insights of firms that are
seeking to establish the most efficient structure possible within which to satisfy
consumers. In sum, the natural quest by firms to position themselves within the market
so as to best and most efficiently satisfy customers creates a natural and ongoing
propensity for corporate re-organizations. And the presence of rapid technological
change very naturally accelerates these generally salubrious effects of corporate

reorganizations.

* Consider, for instance, that Southwest Airline’s operations as a point-to-pomt, low-frills airline defied
accepted industry wisdom when it began operations in 1971 Today, Southwest’s business model has
emerged as a shining success. Simlarly, few anticipated the success of Google when 1t began in the mid
1990s Yet today, its market capitalization is roughly equal to that of Time Warner, the largest media
company 1n the world.



10. Academicians have studied the motivations for, and consequence of, spin-offs for
a number of years. These studies have consistently found that spin-offs are favorably
viewed by the market.” While the reasons are manifold and may vary from one particular
spin-off to the next, the most commonly noted reasons for the favorable evaluation of
spin-offs include the alleviation of managerial diseconomies as the number and diversity
of decision-making requirements is reduced, an improved strategic focus by managers of
the separated company, and the ability to create clearer management incentive—contracts. .
Importantly, these underlying drivers to improved corporate value are also factors that
generally inure to the benefit of consumers. The creation of a separate market valuation
of the new company’s activities and assets is also found to create a transparency that
better enables valuation by shareholders. This improved transparency, in'turn, creates
additional heightened incentives for managerial efficiencies. Additionally, spin-offs have
been shown to improve investment decisions by improving the internal allocation of

corporate capital.®

III. SPECIFIC CONSIDERATIONS
11. A variety of considerations point toward the prospective benefits from the
separation. At the outset, it is important to note that the separation provides for a

restructuring of organizational form but does so with a virtually seamless transition for

’ See, e g., Miles, J. A and J D. Rosenfeld “The Effect of Voluntary Spin-off Announcements on
Shareholder Wealth,” Journal of Finance, Vol 38, 1983, pp. 1597-1606; Hite, G.L. and J.E Owers
“Security Price Reactions Around Corporate Spin-off Announcements,” Journal of Financial Economic,
Vol. 12, 1983, 409-436, J D Rosenfeld “Additional Evidence on the Relationship Between Divestiture
Announcements and Shareholder Wealth,” Journal of Finance, Vol. 39, 1984, pp 1437-1448; and, Patrick
J. Cusatis, James A. Miles and J. Randall Woolridge “Restructuring through Spinoffs: The Stock Market
Evidence,” Journal of Financial Economics, Vol 33, June 1993, pp. 293-311

8 See Gertner, Robert, Eric Powers and David Scharfstein “Learning about Internal Capital Markets from
Corporate Spin-Offs,” Journal of Finance, Vol 57, December 2002, pp. 2479-2506



consumers. My understanding is that current customers of United Telephone-Southeast,
Inc. (“UTSE”) will, upon complf:tion of the separation, receive uninterrupted service
from this famihar and trusted telephone company.’” Indeed, the company projects that 1t
will offer the full portfolio of its existing services with no degradation of quality.®
Consumer confusion, always a possibility in corporate re-organizations, is significantly
reduced in this instance as customer service mterface contacts will remain unchanged.’
The result 1s that while there will be minimal, if any, disruption to consumers 1 the
immediate wake of the separation, the re-organization will set the stage for a variety of

benefits as the company efficiently re-organizes 1tself.

12. Additionally, it 1s my understanding that the senior management team of UTSE,
with its extant expertise 1n providing high quality telecommunications services, will
largely remain 1n place.'® While this continuity of management expertise should provide
additional comfort regarding the public interest ments of the separation, the heightened
focus on, and accountability to, the local market will Increase senior managers’ incentives
for providing superior and value-oriented telecommunications services within the local

area.

13. Of particular note, the re-organization will permut UTSE to strategically and
exclusively focus on its local base of wireline customers. The merger of Sprint

Corporation and Nextel Communications, Inc., in the wireless arena has created a very

Also part of this Application are Sprint Long Distance Inc and Sprint Payphone Services, Inc
See Affidavit of Thomas W Sokol, 111
? Ibid

' See Affidavit of Thomas W Sokol, 922



large and national company whose strategic interests are distinctly “wireless” and
“national”. In contrast, UTSE will have the opportunity to focus its competitive energies
on providing value for, and securing the business of, consumers within 1ts local
geographic footprint. This heightened focus and reliance on its local customers for its
financial success means that the company will have maximal incentives to create valued
and innovative services for these customers. The re-organization, then, neatly aligns the
firm’s self-interest and those of consumers. The result 1s that the re-organization creates

the likelihood of both improved efficiencies and improved consumer service. "'

14. Additionally, by creating separate companies with distinct strategies, the
separation has the very real prospect of enhancing competition in the broad
telecommunications industry. In particular, once the separation is successfully completed
Sprint, with 1ts very large wireless presence, will be free to unambiguously and
vigorously pursue wireless-oriented or wireless-cable-oniented strategies that target local
wireline company customers. The restructured local exchange company, 1n contrast, will
have every incentive to maintain its local customer base by offering high quality and
innovative telecommunications services. The result 1s that the heightened competition
will lead to improved choices and service for telecommunications customers both m and

outside of the UTSE geographic footprint.

' The “local focus™ has proven successful elsewhere 1 the industry For mstance, Cincinnat Bell, which
focuses on serving customers in the greater Cincinnat: area, has continually received J.D Power and
Associates’ customer satisfaction ratings that are among the highest 1n the industry See, e g, 2003 Annual
Report, Cincinnat: Bell, p 10



15.  AsInoted earlier, rapid technological change, here augmented by recent federal
court and regulatory decisions, is likely to cause specific telecommunications firms to
adopt quite different visions and strategies for their companies’ futures. These alternative
visions stem from a variety of factors, but certainly the initial positions of companies
within the broader industry may create completely different strategies for various
companies as they individually seek to find positions within the industry from which to
best compete. As a result, the fact that Sprint’s strategic direction may differ from that of

other ILEC:s is neither surprising nor a cause for concern.

16.  As I have described, the separation provides for a continuity of existing services,
heightens the focus of managers on the ILEC’s local customer base, and creates
heightened opportunities and incentives for improved customer service. In addition,
every aspect of the extant regulatory oversight will remain. In particular, it is my
understanding that the regulatory pricing plan under which UTSE currently operates will
apply to the company after its transfer to the newly formed parent. That is, the
Commission will retain all the operational, financial and regulatory oversight
mechanisms that it has today to assure that the company’s services are of high quality and

are offered at just and reasonable rates.

IV.  CONCLUSION
17. My examination of the industry and the specific proposed restructuring lead me to
conclude that the separation represents a normal manifestation of the desire by corporate

management to seek to re-organize the company in an efficient and strategically focused



manner. The separation comes at a time in the history of the telecommunications
industry that a host of such re-organizations may be expected. This diversity of strategic
designs by firms certainly will create a new landscape for the industry, but there is every

expectation that this specific reorganization will serve the public interest.

10



[ hereby declare under the penalty of perjury that the foregoing statements are true,

correct, and complete to the best of my knowledge. Further, the affiant sayeth not.

%//ﬁ@

Sworn to and subscribed before me

Affiant

this /7[ - day of /4 Uugus 7L 20 O b/
Nbtary Public
(Seal)

My Commission Expires: / ‘%/ / 4/ 0v
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Vita




VITA
JOHN W.MAYO

CURRENT POSITION:

Professor of Economics, Business and Public Policy, and
Executive Director, Center for Business and Public Policy
Georgetown University

McDonough School of Business

Old North Building

37th and O Streets, N.W.

Washington, D.C. 20057

EDUCATION:
Ph.D., Economics, 1982, Washington University in St. Louis
Dissertation: "Diversification and Performance in the U.S. Energy Industry"”
M.A., Economics, 1979, Washington University in St. Louis
B.A., Economics, 1977, Hendrix College, Conway, Arkansas
FIELDS OF SPECIALIZATION:
Industrial Organization
Regulatory and Antitrust Policy

Applied Microeconomics
Econometrics

PREVIOUS POSITIONS:

2002-2004 — Dean, McDonough School of Business, Georgetown University

1999-2001 - Senior Associate Dean, McDonough School of Business, Georgetown
University.

1997-1998 (Academic year) — Visiting Professor of Economics, Business and Public
Policy, Georgetown University School of Business, Washington, D.C.

July 1994 — July 1998 — The University of Tennessee, Knoxville, TN.
Professor of Economics, Department of Economics.
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July 1989 - June 1994 — The University of Tennessee, Knoxville, TN.
Research Associate Professor, Center for Business and Economic Research, and
Associate Professor of Economics, Department of Economics.

September 1981 - June 1989 -- The University of Tennessee, Knoxville, TN.
Research Assistant Professor, Center for Business and Economic Research, and

Assistant Professor of Economics, Department of Economics, September 1981-
June 1988.

June 1984 - June 1985 -- U.S. Senate, Small Business Committee.
Chief Economist, Democratic Staff.

August 1982 - December 1982 — VPI, Blacksburg, VA.
Visiting Assistant Professor of Economics, Blacksburg, Virginia.

1980 - 1981 — Washington University, Center for the Study of American Business
Dissertation Fellow

1979 — International Institute for Applied Systems Analysis (IIASA) Laxenburg, Austria.
Energy Research Fellow

1979-1980 -- Washington University, Graduate School of Business Administration
Research Assistant.

1978 -- Washington University, Institute for Urban and Regional Studies.
Research Assistant '

HONORS, AWARDS, AND GRANTS:

Undergraduate: Mosley Economics Prize (#1 graduating economics major), Alpha Chi
(scholastic), Blue Key, Senior Honors Seminar.

Graduate: University Fellowship, Washington University (1977-78); National Academy
of Sciences Young Research Fellow, Laxenburg, Austria (1979); President, Washington

University Economics Graduate Student Association (1979-81); Dissertation Fellowship,
Center for the Study of American Business, Washington University (1980-81).

Post-Graduate: Zaeslin Fellow of Law and Economics, University of Basel, Basel,
Switzerland (2000 - present); William B. Stokely Scholar, College of Business
Administration, The University of Tennessee (1993-1995); South Central Bell Research
Grant (1988); Research Affiliate, Center of Excellence for New Venture Analysis, The
University of Tennessee (1985); Summer Faculty Research Fellowships, College of
Business Administration, The University of Tennessee (1983-1985).

Exhibit JWM-1

Page 2 of 12



COURSES TAUGHT:

Undergraduate: Principles of Microeconomics, Current Economic Problems,
Government and Business, Intermediate Microeconomics, Energy Economics

Graduate: Managerial Economics (MBA), Managing in a Regulated Economy (MBA),
Economics (Executive MBA), The Economics of Strategy (MBA), Business and Public
Policy (MBA); Competition and Competition Policy (MBA); Regulation and
Deregulation in the American Economy (MBA), Understanding International Business
(MBA), Industrial Organization and Public Policy (Ph.D.), The Economics of Antitrust
and Regulation (Ph.D.)

PUBLICATIONS:

A. JOURNAL ARTICLES

“Regulatory Opportunism and Investment Behavior: Evidence from the U.S. Electric
Utility Industry,” (with Thomas P. Lyon) RAND Journal of Economics, forthcoming.

. “On the Impotence of Imputation” (with T. Randolph Beard and David L. Kaserman),

Telecommunications Policy, Volume 27, Issues 8-9, September-October 2003, pp. 585-
59s.

“A Graphical Exposition of the Economic Theory of Regulation” (with T. Randolph

Beard and David L. Kaserman), Economic Inquiry, Volume 41, October 2003, pp. 592-
606.

“Regulation, Competition, and the Optimal Recovery of Stranded Costs,” (with T.
Randolph Beard and David L. Kaserman) International Journal of Industrial
Organization, Volume 21, June 2003, pp. 831-848.

“The Supreme Court Weighs in on Local Exchange Competition: The Meta-Message,”
(with David L. Kaserman) Review of Network Economics Volume 1, September 2002,
pp. 119 - 131. '

“Regulation, Vertical Integration and Sabotage” (with T. Randolph Beard and David L.
Kaserman), Journal of Industrial Economics, Volume 49, September 2001, pp. 319-334.

“Efficient Telecommunications Policies for the ‘New Economy’: The Compelling Case

for Access Charge Reform” (with David L. Kaserman), International Journal of

Development Planning Literature, (Special Issue edited by William J. Baumol and Victor
A. Becker), Volume 1, April 2001.

"Regulatory Policies Toward Local E'xchange Companies Under Emerging Competition:
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Guardrails or Speedbumps on the Information Highway," (with David L. Kaserman)
Information Economics and Policy, Volume 11, December 1999, pp- 367-388.

“Open Entry and Local Telephone Rates: The Economics of IntralLATA Toll
Competition,” (with David L. Kaserman, Larry R. Blank, and Simran Kahai) Review of
Industrial Organization, Vol. 14, June 1999, pp. 303-319.

“Modeling Entry and Barriers to Entry: A Test of Alternative Specifications,” (with Mark
L. Burton and David L. Kaserman), Antitrust Bulletin, Summer 1999, pp. 387-420.

"Targeted and Untargeted Subsidy Schemes: Evidence from Post-Divestiture Efforts to
Promote Universal Telephone Service," (with Ross Eriksson and David L. Kaserman)
Journal of Law and Economics, Vol. 41, October 1998, pp. 477-502.

“Dominant Firm Pricing with Competitive Entry and Regulation: The Case of IntraLATA
Toll,” (with Larry Blank and David L. Kaserman) Journal of Regulatory Economics,
Vol. 14, July 1998, pp. 35-54.

“The Role of Resale Entry in Promoting Local Exchange Competition,” (with David L.
Kaserman) Telecommunications Policy, Vol. 22, No. 4/5, 1998.

“Telecommunications Policy and the Persistence of Local Exchange Monopoly,” (with
David L. Kaserman), Business Economics, Vol. 33, April 1998, pp. 14-19.

“An Efficient Avoided Cost Pricing Rule for Resale of Local Exchange Telephone

Service,” (with David L. Kaserman) Journal of Regulatory Economics, Volume 11,
January 1997, pp. 91-107.

“A Dynamic Model of Advertising by the Regulated Firm,” (with Francois Melese and

David L. Kaserman) Journal of Economics (Zeitschrift fur NationalOkonomie), Volume
64, 1996, pp. 85-106.

"Is the 'Dominant Firm' Dominant? An Empirical Analysis of AT&T's Market
Power,"(with Simran Kahai and David L. Kaserman), Journal of I.aw and Economics,
Volume 39, October 1996, pp.499-517.

"Competition and Asymmetric Regulation in Long Distance Telecommunications: An

Assessment of the Evidence,"(with David L. Kaserman) CommLaw Conspectus: Journal
of Communications Law and Policy, Volume 4, Winter 1996, pp. 1-26.

"Deregulation and Predation in Long-Distance Telecommunications: An Empirical Test,"
(with Simran Kahai and David L. Kaserman), Antitrust Bulletin, Vol. 40, Fall 1995,
pp.645-666.

"Cross-Subsidies in Telecommunications: Roadblocks on the Road to More Intelligent
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Telephone Pricing" (with David L. Kaserman), Yale Journal on Regulation, Volume 11,
Winter 1994, pp. 120-147.

Reprinted in Public Utilities Law Anthology, Allison P. Zabriskie, editor, Vol. 17,
Part 2 (July-December, 1994), pp. 899-929.

"Demand and Pricing of Telephone Services: Evidence and Welfare Implications" (with
Carlos Martins-Filho), RAND Journal of Economics, Volume 24, Autumn 1993, pp. 399-
417.

"Two Views of Applied Welfare Analysis: The Case of Local Telephone Service Pricing
-- A Comment and Extension" (with David L. Kaserman and David M. Mandy), Southern
Economic Journal, Volume 59, April 1993, pp. 822-827.

"The Political Economy of Deregulation: The Case of Intrastate Long Distance” (with
David L. Kaserman and Patricia L. Pacey), Journal of Regulatory Economics, Volume 5,
March 1993, pp. 49-64.

Reprinted in The Foundations of Regulatory Economics, Robert E. Ekelund, Jr.
(Ed.), Edward Elgar Publishing, Northhampton, MA.

"Demand, Pricing and Regulation: Evidence from the Cable TV Industry" (with Yasuji
Otsuka), RAND Journal of Economics, Volume 22, Number 3, Autumn 1991, pp. 396-
410.

"The Measurement of Vertical Economies and the Efficient Structure of the Electric
Utility Industry" (with David L. Kaserman), Journal of Industrial Economics, Volume 39,
Number 5, September 1991, pp. 483-502.

"Regulation, Market Structure and Hospital Costs: Reply and Extension" (with Deborah
A. McFarland), Southern Economic Journal, Volume 58, Number 2, October 1991, pp.
535-538.

"Firm Size, Employment Risk and Wages: Further Insights on a Persistent Puzzle" (with
Matthew N. Murray), Applied Economics, Volume 23, Number 8, August 1991, pp.
1351-1360.

"Competition for 800 Service: An Economic Evaluation" (with David L. Kaserman),
Telecommunications Policy, October 1991, pp. 395-408.

"Regulation, Advertising and Economic Welfare" (with David L. Kaserman), Journal of
Business, Volume 64, Number 2, April 1991, pp. 255-267.

Reprinted in The Foundations of Regulatory Economics, Robert E. Ekelund, Jr.,
(Ed.), Edward Elgar Publishing, Northhampton, MA.
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"Cross-Subsidization in Telecommunications: Beyond the Universal Service Fairy Tale"
(with David L. Kaserman and Joseph E. Flynn), Journal of Regulatory Economics,
Volume 2, Number 3, September 1990, pp. 231-250.

"Barriers to Trade and the Import Vulnerability of U.S. Manufacturing Industries" (with
Don P. Clark and David L. Kaserman), Journal of Industrial Economics, Volume 38,
Number 4, June 1990, pp. 433-448.

"Firm Entry and Exit: Causality Tests and Economic Base Linkages" (with Joseph E.
Flynn), Journal of Regional Science, Volume 29, Number 4, November 1989, pp- 645-
662.

"Regulation, Market Structure and Hospital Costs" (with Deborah A. McFarland),
Southern Economic Journal, Volume 55, Number 3, January 1989, pp. 559-569.

"Long Distance Telecommunications Policy: Rationality on Hold" (with David L.
Kaserman), Public Utilities Fortnightly, Volume 122, Number 13, December 22, 1988,
pp. 18-27.

"The Effects of Regulation on R&D: Theory and Evidence" (with Joseph E. Flynn),
Journal of Business, Volume 61, Number 3, July 1988, pp. 321-336.

"The Effectiveness of Mandatory Fuel Efficiency Standards in Reducing the Demand for
Gasoline" (with John E. Mathis), Applied Economics, Volume 20, Number 2, February
1988, pp. 211-220.

"Market Based Regulation of a Quasi-Monopolist: A Policy Proposal for
Telecommunications"” (with David L. Kaserman), Policy Studies Journal, Volume 15,
Number 3, March 1987, pp. 395-414.

"The Ghosts of Deregulated Telecommunications: An Essay by Exorcists” (with David

L. Kaserman), Journal of Policy Analysis and Management, Volume 6, Number 1, Fall
1986, pp. 84-92.

"Economies of Scale and Scope in the Electric-Gas Utilities: Further Evidence and
Reply," Southern Economic Journal, Volume 52, Number 4, April 1986, pp. 1175-1178.

"Advertising and the Residential Demand for Electricity" (with David L. Kaserman),
Joumal of Business, Volume 58, Number 4, October 1985, pp- 399-408.

"Multiproduct Monopoly, Regulation and Firm Costs," Southern Economic Journal,
Volume 51, Number 1, July 1984, pp. 208-218.

"The Technological Determinants of the U.S. Energy Industry Structure," The Review of
Economics and Statistics, Volume 66, February 1984, pp. 51-58.
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B. BOOKS, MONOGRAPHS, AND OTHER PUBLICATIONS

“Competition in the Long Distance Market,” (with David L. Kaserman) in Handbook of
Telecommunications Economics, Martin E. Cave, Sumit K. Majumdar and Ingo
Vogelsang, Editors, North Holland Elsevier, 2002.

“Shakeout or Shakedown? The Rise and Fall of the CLEC Industry,” (with Mark Burton
and David L. Kaserman), in Michael A. Crew, Editor, Markets, Pricing, and Deregulation
of Utilities, Kluwer Academic Publishers, 2002.

“Resale and the Growth of Competition in Wireless Telephony,” (with Mark L. Burton

and David L. Kaserman), in Expanding Competition in Regulated Industries, Michael A.
Crew, Editor, Kluwer Academic Publishers, 2000.

“Monopoly Leveraging, Path Dependency, and the Case for a Competition Threshold for
RBOC Reentry into InterLATA Toll,” (with T.R. Beard and David L. Kaserman), in

Regulation Under Increasing Competition, Michael A. Crew, Editor, Kluwer Academic
Publishers, 1999,

"The Quest for Universal Service: The Misfortunes of a Misshapen Policy,"” (with David
L. Kaserman) in Telecommunications Policy: Have Regulators Dialed the Wrong
Number?, Donald L. Alexander, Editor, Praeger Publishing Group, Westport, CT, 1997,
pp-131-144.

Government and Business: The Economics of Antitrust and Regulation (with David L.
Kaserman), The Dryden Press, Harcourt Brace College Publishers, 1995.

"Long-Distance Telecommunications: Expectations and Realizations in the Post-
Divestiture Period" (with David L. Kaserman), in Incentive Regulation for Public
Utilities, Michael A. Crew, Editor, (Boston, MA.: Kluwer Academic Publications), 1994.

Monopoly Leveraging Theory: Implications for Post-Divestiture Telecommunications

Policy (with David L. Kaserman), Center for Business and Economic Research: The
University of Tennessee, April 1993.

State-Level Telecommunications Policy in the Post-Divestiture Era: An Economic
Perspective (with William F. Fox), Center for Business and Economic Research, The
University of Tennessee, March 1991.

A review of After Divestiture: The Political Economy of State Telecommunications
Regulation, by Paul E. Teske. Albany: State University of New York Press, 1990.

Publius, Winter 1991, pp. 164-166.

Deregulation and Market Power Criteria: An Evaluation of State Level
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Telecommunications Policy” (with David L. Kaserman) in Telecommunications
Deregulation: Market Power and Cost Allocation Issues, J. Allison and D. Thomas (eds.),
Quorum Books, 1990.

The Economics of Local Telephone Pricing Options (with J. E. Flynn), Center for
Business and Economic Research, The University of Tennessee, October 1988.

Firm Entry and Exit: Economic Linkages in Tennessee (with J. E. Flynn), Center for

Business and Economic Research, The University of Tennessee, Knoxville, July 1988.

"The Economics of Regulation: Theory and Policy in the Post-Divestiture
Telecommunications Industry" (with David L. Kaserman) in Public Policy Toward
Corporations, Arnold Heggestad, editor, University of Florida Presses, 1988.

"Entries and Exits of Firms in the Tennessee Economy: Foundations for Research,”
Survey of Business, The University of Tennessee, Volume 23, Number 1, Summer 1987,
pp- 21-23.

"The Relationship of Manufacturing and Nonmanufacturing Firm Entry and Exit in
Tennessee" (with Joseph E. Flynn), Survey of Business, The University of Tennessee,
Volume 23, Number 2, Fall 1987, pp. 11-16.

A Review of Municipal Ownership in the Electric Utility Industry, by David Schap. New
York: Praeger Publishing Company, 1986. Southern Economic Journal, Volume 54,
Number 1, July 1987.

Entries and Exits of Firms in the Tennessee Economy (with W. F. Fox, et al.), Center for
Business and Economic Research, The University of Tennessee, Knoxville, May 1987.
(Condensed report published in Survey of Business, The University of Tennessee,
Volume 23, Number 2, Fall 1987, pp. 3-10.

"The U.S. Economic Outlook," Survey of Business, The University of Tennessee, annual
contributor, 1986-1994,

An Economic Report to the Governor of the State of Tennessee, Center for Business and

Economic Research and the Tennessee State Planning Office, Annual Contributor, 1981-
1994,

"An Economic Analysis of a Monitored Retrievable Storage Site for Tennessee" (with W.
F. Fox, L. T. Hansen, and K. E. Quindry), Final Report and Appendices, December 17,
1985.

"Directly Served Industries and the Regional Economy" (with Charles Campbell),
Contract Completion Report, the Center for Business and Economic Research, The
University of Tennessee, October 1984.
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CONGRESSIONAL AND REGULATORY TESTIMONIES:

U.S. Senate (Commerce, Science and Transportation Committee; Energy and Natural
Resources Committee, Subcommittee on Water and Power;); Tennessee State Legislature
(Senate Finance, Ways and Means Committee; Special Joint Legislative Committee on
Business Taxation; and, Senate State and Local Government Committee); Maryland State
Legislature (Environmental Works Committee); Federal Communications Commission;
Pennsylvania Public Utility Commission; Michigan Public Service Commission;
Missouri Public Service Commission; Illinois Commerce Commission; West Virginia
Public Utility Commission; Wyoming Public Utility Commission; Washington Utilities
and Transportation Commission; Utah Public Service Commission; Wisconsin Public
Service Commission; California Public Utilities Commission; Florida Public Service
‘Commission; Delaware Public Service Commission; Montana Public Service
Commission; Maryland Public Service Commission; Massachusetts Department of Public
Utilities; Georgia Public Service Commission; Colorado Public Utilities Commission;
North Carolina Public Utilities Commission; Texas Public Utility Commission; Arkansas
Public Service Commission; Connecticut Department of Public Utility Control; Kansas
State Corporation Commission; and New Jersey Board of Public Utility Commissioners.

INVITED SEMINARS AND SELECTED CONFERENCE PRESENTATIONS:

Columbia University, University of Chicago, University of Paris (Dauphine IX),
Vanderbilt University, Washington University in St. Louis, University of Michigan, Ohio
State University, University of Minnesota, University of Florida, University of Texas,
Rutgers University, University of Missouri, Kansas University, University of Utah,
University of Basel (Switzerland), University of Freiburg (Germany), University of
Central Florida, American Enterprise Institute, Federal Communications Commission,
Telecommunications Policy Research Conference (TPRC), National Conference of State
Legislatures, U.S. Advisory Commission on Intergovernmental Relations, Southwestern
Bell Corporation

CONSULTING:

U.S. Department of Justice, Antitrust Division; U.S. Federal Trade Commission; AT&T;
Sprint; MCI Telecommunications; Enron Power Marketing, Inc.; Optus Communications
(Australia); United Parcel Service; Tennessee Valley Authority; Antitrust Division,
Office of the Attorney General, State of Tennessee; U.S. Senator Howard Baker, Jr., U.S.
Senate Majority Leader; Oak Ridge National Energy Laboratory; Arkansas Consumer
Research; Division of Energy Conservation and Rate Advocacy, Office of the Arkansas
Attorney General; U.S. Department of Energy

Exhibit JWM-1

Page 9 of 12



PROFESSIONAL PRESENTATIONS:
“The Influence of Firms on Government” (with Mirjam Schiffer). Presented to the
Southern Economic Association Annual Meetings, New Orleans, November 2004.

“Warm Glow and Charitable Giving: Why Don’t the Wealthy Give More to Charity?
(with Catherine H. Tinsley). Presented to the Southern Economic Annual meetings,
Tampa, Florida, November 2002.

“Competition, Policy and Firm Strategy in U.S. Long Distance Telecommunications.”
Presented to the Academy of Management annual meetings, Washington, D.C. J uly 2001.

“Regulation and Administrative Discretion: Evidence From the Electric Utility Industry”
(with Thomas P. Lyon). Presented to the Southern Economic Association Annual
Meetings, Atlanta, GA, November 1997.

“Regulation, Vertical Integration and Sabotage.” (with T. Randolph Beard and David L.
Kaserman) Presented to the Western Economic Association Annual Meetings, Seattle,
Washington, July 1997.

“Regulation and Investment: Evidence from the Electric Utility Industry.” (with Thomas
Lyon) Presented to the American Economic Association Annual Meetings, New Orleans,
January 1997.

“Targeted and Untargeted Subsidy Schemes: Evidence from Post-Divestiture Efforts to
Promote Universal Telephone Service." Presented to the Southern Economic Association
Annual Meetings, New Orleans, November 1995.

"Dominant Firm Pricing with Competitive Entry and Regulation: The Case of IntraLATA
Toll," with Larry Blank and David L. Kaserman. Presented to the Southern Economic
Association Annual Meetings, Orlando, Florida, November 1994.

"The Economic Welfare Effects of Extended Area Telephone Service," with Carlos
Martins-Filho. Presented to the Western Economic Association Annual Meetings,
Seattle, Washington, July 1991.

"Demand, Pricing and Regulation of Cable TV Services: Evidence from the Pre-
Deregulation Period,” with Yasuji Otsuka. Presented to the Southern Economic
Association annual meetings, New Orleans, Louisiana, November 1990.

"Market Contestability: Toward an Operational Index," with David L. Kaserman.

Presented to the Western Economic Association annual meetings, Lake Tahoe, Nevada
June 1989.

b
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"The Political Economy of Deregulation: The Case of Intrastate Long Distance," with
David L. Kaserman and Patricia Pacey. Presented to the Southern Economic Association
annual meetings, San Antonio, Texas, November 1988.

"Barriers to Trade and the Import Vulnerability of U.S. Manufacturing Industries,” with
Don Clark and David L. Kaserman. Presented to the Southern Economic Association
annual meetings, San Antonio, Texas, November 1988.

"Cross-Subsidization in Telecommunications:. Economic Theory Versus Regulatory
Rhetoric" with David L. Kaserman, Western Economic Association annual meetings,
Vancouver, British Columbia, July 1987. Also presented at the Southern Economic
Association annual meetings, Washington, D.C., November 1987.

"The Effects of Regulation on R&D: Theory and Evidence," Southern Economic
Association annual meetings, New Orleans, Louisiana, November 1986.

"The Measurement of Vertical Economies and the Efficient Structure of the Electric
Utility Industry" with David L. Kaserman, American Economic Association annual
meetings, San Francisco, California, December 1983.

"Regulation, Advertising and Economic Welfare" (with David L. Kaserman), Southern
Economic Association annual meetings, Washington, D.C., November 1983.

"Multiproduct Monopoly, Regulation and Firm Costs," Southern Economic Association
meetings, Atlanta, Georgia, November 1982.

"Forecasting Economic Activity in Tennessee with a Quarterly Econometric Model,"
Southeastern Economic Analysis Conference, Charlotte, North Carolina, September
1982.

"The Technological Determinants of U.S. Energy Industry Structure." Regulatory
Workshop, Center for the Study of American Business and the Department of
Economics, Washington University, December 1981.

WORKING PAPERS:

“A Unification of the Graphical Exposition of the Economic Theory of Regulation,”
(with T. Randolph Beard and David L. Kaserman), March 2005.

“The Influence of Firms on Government” (with Mirjam Schiffer), November 2004.

“Common Costs and Cross-Subsidies: Why do Common Costs Appear so Large in
Regulated Industries?” (with Mark L. Burton and David L. Kaserman), September 2004.

“Understanding Participation in Social Programs: Why Don’t Households Pick up the
Lifeline?” (with Mark Burton), March 2005.
t
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“Warm Glow and Charitable Giving: Why Don’t the Wealthy Give More to Charity”
(with Catherine H. Tinsley), June 2001.

EDITORIAL REVIEWER:

National Science Foundation, Brookings Institution, Federal Trade Commission, The
MIT Press, American Economic Review, Quarterly Journal of Economics, Journal of
Law and Economics, Economic Journal, Journal of Business, RAND Journal of
Economics, Journal of Regulatory Economics, Review of Economics and Statistics,
Economic Inquiry, Journal of Industrial Economlcs Journal of Economics &
Management Strategy, Review of Industrial Organization, Scandinavian Journal of
Economics, Eastern Economic Journal, Southern Economic Journal, Contemporary
Economic Policy, Industrial Relations, Growth and Change, Review of Regional Studies,

Journal of Economics and Business, Quarterly Review of Economics and Business,
Journal of Policy Analysis and Management, Quarterly Journal of Business and

Economics, Regional Science and Urban Economics, Financial Review, Journal of
Money, Credlt and Banking, Social Science Quarterly Telecommunications Systems,

Public Finance Quarterly, Japan and the World Economy, Energy Economics

EDITORIAL, CORPORATE BOARDS AND OVERSIGHT BODIES
Editorial Board, Journal of Regulatory Economics, 1999-present.

Editorial Board, Review of Industrial Organization, 2002-2003.

Board of Directors, Vice President, National Safety Council, October 2002- present.

Board of Trustees, Occupational and Environmental Health Foundation, June 2003-
present.

Research Adv1sory Committee, National Regulatory Research Institute (Ohio State
University), 1993-1997.

PROFESSIONAL MEMBERSHIPS AND COMMITTEES:

American Economic Association

Western Economic Association

Southern Economic Association

American Law and Economics Association

International Telecommunications Society

European Association for Research in Industrial Economics
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BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

In the Matter Qf:

Application of Sprint Nextel Corporation
for Approval of the Transfer of Control of
United Telephone-Southeast, Inc., Sprint
Long Distance, Inc. and Sprint Payphone
Services, Inc. From Sprint Nextel
Corporation to LTD Holding Company

Docket No.

N N N N Naw Nam s Nl e’

i

MOTION FOR ADOPTION OF PROTECTIVE ORDER

L INTRODUCTION

On August 24, 2005, Sprint Nextel Corporation (“Sprint”) submitted the above-captioned
application (“Application”) requesting the Tennessee Regulatory Authority’s (“Authority’s™)
approval for the transfer of control of United Telephone-Southeast, Inc. (“UTSE”), Sprint Long
Distance, Inc. (“LTD Long Distance”) and Sprint Payphone Services, Inc. (“SPSI”) from Sprint
to LTD Holding Company. As discussed in the Application, Sprint plans to separate its wireline
local service operation into an independent stand alone operation. As part of that transaction, a
new holding company, LTD Holding Company, has been created and control of the Sprint
operating companies serving local customers will be transferred to LTD Holding Company. In
connection with this separation, Sprint requests in the Application that the Authority approve the
change of control of UTSE, LTD Long Distance and SPSI from Sprint to LTD Holding

Company.



In order to facilitate the disclosure of documents and information and to protect
confidential information filed by the parties during the course of this proceeding, Sf)rint
respectfully requests that the Authority adopt the protective order (“Protective Order” or
“Order”) attached hereto t6 govern this proceeding. The Protective Order would allow parties
providing information and documents to mark qualifying material as “Confidential” (contains
proprietary and confidential material) and/or “Highly Confidential” (contains competitively-
sensitive infor;nation the disclosure of which would competitively disadvantage the party or
otherwise pose a serious business risk). Under the terms of the Order, only authorized persons
with the receiving party 'could access the material %;.nd any disclosure of the material to
unauthorized p:ersons would be prohibited.

Sprint fespectfully submits that the interest in maintaining the confidential status of
qualifying material, and avoiding the substantial competitive harm to parties that otherwise
would result, outweighs any interest in disclosing the material to unauthorized parties or in
proceedings unrelated to the Application. On that basis, Sprint moves the Authority to adopt the
proposed Protective Order, which is significantly based ‘on the Authority’s standard protective
order.

I DISCUSSION

A prote:ctive order allows the Authority to manage the discovery process in a particular
proceeding in a manner that furthers the goal of full disclosure of relevant, non-sensitive
information while at the same time protecting participants from harm that would result from the
unregulated disclosure of commercially-sensitive information. The Authority has substantial
latitude in deciding when a protective order 1s appropriate and the degree of protection that is
required. |

“Good cause” for a protective order exists if a party or parties will suffer specific

prejudice or harm in the absence of such an order. One example of such harm is the injury that

t



would result from the unprotected disclosure of a party’s confidential, commercially-sensitive
information. In the absence of an appropriate protective order, production of material containing
confidential and proprietary information easily could result in that information ending up in the
hands of the party’s competitors, causing that party significant harm. When the interest in
protecting the confidentiality of the commercially-sensitive information and avoiding such harm
outweighs any: negative impact on the need to inform the public of matters of legitimate public
concern, a protlective order is warranted.

In this proceeding, Sprint anticipates that parties and Authority Staff will seek the
production of aocuments and information from Sprint that contain material of varying levels of
commercial sensitivity. Sprint expects that parties will seek production of “Confidential”
material that contains proprietary information as well as even more sensitive “Highly
Confidential” r‘naterial, such as that containing information on the market plans of various Sprint
entities, particularized data on Sprint’s network facilities and information regarding the revenues,
costs, marketing plans and business strategies of various Sprint entities. |

Unrestricted disclosure of Sprint’s commercially-sensitive information would cause
significant harm to Sprint. Such disclosure would give Sprint’s competitors an unfair advantage
in the intensely competitive market for telecommunications services. These competitors would
enjoy an unobétructed eye into Sprint’s business affairs which would give them a distinct and
unjust competitive edge far into the future. For example, armed with knowledge of Sprint’s cost
structure and marketing plans, a competitor could develop and roll out competing products much
more efficientlly and quickly than otherwise would be the case. Accordingly, Sprint has a strong
interest in maintaining the confidentiality of this information and preventing ifs competitors from
gaining access to it. |

The compelling interest of Sprint, and potentially other parties, in maintaining the
confidentiality of their commercially-sensitive information is balanced against the public interest
in the disclosure of information necessary to evaluate the proposed transfer of UTSE, LTD Long

Distance and SPSI to LTD Holding Company. Sprint respectfully submits that limiting the



disclosure of a small subset of commercially-sensitive information to authorized persons
participating in this proceeding, while allowing unrestricted public access to all other
information, effectively serves this public interest. Sprint cannot conceive of how any legitimate
issue of “public concern” would require unrestricted disclosure of the type of confidential and
proprietary bu§iness information Sprint seeks to protect. Thus, the balance of interests fully
supports adoption of the attached Protective Order.

As proposed by Sprint, the Protective Order, which as previously stated, is significantly
based on the Authority’s standard protective order establishes a two-tier structure based upon the
“Confidential” and “Highly Confidential” classifications. As noted above, the “Confidential”
category would include proprietary and confidential material. The “Highly Confidential”
category would include particularly sensitive information the disclosure of which would
competitively disadvantage the party and pose a serious business risk, such as particularized data
regarding net\:avork facilities, revenues and costs, marketing plans and business strategies.
“Highly Confidential” information would be subject to more stringent protection appropriate to
its much more sensitive content. The two-tiered approach permits somewhat more flexible use
by authorized parties of confidential information that is less-sensitive but still requires
protection, wﬁile reserving stricter protections for the most commerically-sensitive material.
Sprint respectfully submits that such an approach best balances the public interest in maximizing
appropriate disclosure while protecting parties from the harm that would result from unrestricted

disclosure of commercially-sensitive information.



III. CONCLUSION
Based upon the foregoing, Sprint respectfully requests that the Tennessee Regulatory

Authority adopt the attached Protective Order to govern these proceedings.

Respecifully submitted this 24th day of August, 2005.

WJ%/ZA

Edwhrd Phillips '

14111 Capital Boulevard

Wake Forest, North Carolina 27587-5900
Mailstop: NCWKFRO0313

Telephone: 919-554-7870

FAX: 919-554-7913

edward.phillips @mail.sprint.com
Tennessee B.P.R. No. 016850

! Jack H. Derrick

14111 Capital Boulevard

Wake Forest, North Carolina 27587-5900
Mailstop: NCWKFRO0313

Telephone: 919-554-7621

FAX: 919-554-7913

Daniel M. Waggoner

Davis Wright Tremaine LLP
2600 Century Square

1501 Fourth Avenue, Suite 2600
Seattle, Washington 98101-1688
Telephone: 202-622-3150
FAX: 206-628-7699

Attorneys for:
Sprint Nextel Corporation, United Telephone-

Southeast, Inc., Sprint Long Distance, Inc., and
Sprint Payphone Services, Inc.



BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE

i

In the Matter o:f:

Application of Sprint Nextel Corporation
for Approval of the Transfer of Control of

N N N N N Nt N N e’

United Telephone-Southeast, Inc., Sprint Docket No.
Long Distance, Inc. and Sprint Payphone
Services, Inc. From Sprint Nextel
Corporation to LTD Holding Company
PROTECTIVE ORDER

In order to expedite the flow of filings, exhibits and other materials, and to facilitate
the prompt resolution of disputes as to the confidentiality of such material, adequately protect
material entitled to be kept confidential and to ensure that protection is afforded only to material so
entitled; the Tennessee Regulatory Authority (“Authority”) hereby orders that:

1. For the purpose of this Protective Order (the “Order”), proprietary or confidential
information, hereinafter referred to as “CONFIDENTIAL or HIGHLY CONFIDENTIAL
INFORMATIOIN” shall mean documents and information in whatever form which the producing
party in good faith deems to contain or constitute trade secrets, confidential research, development,
financial statements or other commercially sensitive information, and which has been so designated
by the producirllg party. A “producing party” is defined as the party creating the confidential
information as v;/ell as the party having actual physical possession of information produced pursuant
to this Order. All summaries, notes, extracts, compilations or other direct or indirect reproduction

1



from or of any protected materials, shall be entitled to protection under this Order. Documents
containing CONFIDENTIAL or HIGHLY CONFIDENTIAL INFORMATION shall be specifically
marked on the jcover. Any document so designated shall be handled in accordance with this Order.
The provisions of any document containing CONFIDENTIAL INFORMATION or HIGHLY

CONFIDENTIAL INFORMATION may be challenged under Paragraph 11 of this Order.

2. Any individual or company subject to this Order, ncluding producing parties or
persons reviewing CONFIDENTIAL INFORMATION, shall act in good faith in discharging their
obligations hereunder. Parties or nonparties subject to this Order shall include parties which are
allowed by the TRA to intervene subsequent to the date of entry of this Protective Order. Any
party, person, or entity that receives Confidential Information pursuant to this Order shall not
disclose such Confidential Information to any person, except persons who are described in
section 3 below and who have signed a nondisclosure agreement in the form which is attached
hereto and incorporated herein as Exhibit “A.” Court reporters shall also be required to sign an

Exhibit “A” and comply with the terms of this Order.

The nondisclosure agreement (Exhibit “A”) requires the person(s) to whom
disclosure is to be made to read a copy of this Order and to certify in writing that he/she has
reviewed the same and has consented to be bound by its terms. The agreement shall contain the
signatory’s fulllname, employer, job title and job description, business address and the name of
the party with whom the signatory is associated. Such agreement shall be delivered to counsel
for the producir}g party before disclosure is made, and if no objection thereto is registered to the
Commission within three (3) busineés days, then disclosure shall follow. An attorney who
makes Confidential Information available to any person listed in Section 3 below shall be

responsible for having each such person execute an original of Exhibit “A” and a copy of all
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such signed Exhibit “A’s” shall be circulated to all other counsel of record promptly after

execution.

3.

CONFIDENTIAL INFORMATION shall be used only for purposes of this

proceeding and shall be disclosed only to the following persons:

(a)

(b)
©

(d)
(e

counsel of record for the parties in this case and associates, secretaries, and
paralegals actively engaged in assisting counsel of record in this and the designated
related proceedings;

in-house counsel for the parties;

officers, directors, or employees of the parties, including employees of the
Consumer Advocate Division, who are directly and specifically consulted or
involved in this docket; provided, however, that CONFIDENTIAL
INFORMATION shall be shown only to those persons having a need to know;

Authority Directors and members of the staff of the Authority;

outside consultants and expert witnesses employed or retained by the parties or their
counsel, who have access to CONFIDENTIAL INFORMATION solely for
evaluation, testing, testimony, preparation for trial or other services related to this
docket, provided that to the extent that any party seeks to disclose CONFIDENTIAL
INFORMATION to any outside consultant or expert witness who is expected to
testify on that party’s behalf, the party shall give five (5) days' written notice to the
producing party of mtention to disclose CONFIDENTIAL INFORMATION.
During such notice period, the producing party may move to prevent or limit
disclosure for cause, in which case no disclosure shall be made until the Tennessee
Regulatory Authority, the Pre-Hearing Officer, the Administrative Law Judge or
court rules on the motion. Any such motion shall be filed within three (3) days after
service of the notice. Pre-Hearing conferences may be called to confer with the
parties on the Motions to Limit Disclosure. All service shall be by hand delivery or
by facsimile.

Under no circﬁmstances shall any CONFIDENTIAL INFORMATION or copies therefore be

disclosed to or discussed with anyone associated with the marketing of services in competition with

the products, gobds or services of the producing party.

4.

Prior to disclosure of CONFIDENTIAL INFORMATION to any Authority

Director, member of the Authority Staff, employee, officer or director of the parties, including any

3



employees of the Consumer Advocate Division, the counsel representing the party who is to receive
the CONFIDENTIAL INFORMATION, shall provide a copy of this Order to the recipient Director,
staff member, employee, officer, or director, who shall be bound by the terms of this Order.

5. Highly Confidential Information. Any person, whether a party or non-party, may
designate certain competitively sensitive Confidential Information as “Highly Confidential
Information” if it determines in good faith that it would be competitively disadvantaged by the
disclosure of Sl:,lCh information to its competitors. Highly Confidential Information includes, but
is not limited to, documents, pleadings, briefs and appropriate portions of deposition transcripts,
which contain information regarding the market share of, number of access lines served by or
number of customers receiving a specified type of service from a particular provider or other
information that relates to a particular provider’s network facility location detail, revenues, costs,
and marketing, business planning or business strategies.

i’aﬂies must scrutinize carefully responsive documents and information and limit
their designations as Highly Confidential Information to information that truly might impose a
serious businesls risk 1f disseminated without the heightened protections provided in this section.
The first page and individual pages of a document determined in good faith to include Highly
Confidential Inlformation must be marked by a stamp that reads:

Placing a “Highly Confidential” stamp on the first page of a document indicates
only that one ‘or more pages contain Highly Confidential Information and will not serve to

protect the entire contents of a multi-page document. Each page that contains Highly

Confidential Information must be marked separately to indicate Highly Confidential Information,

even where that information has been redacted.



Parties seeking disclosure of Highly Confidential Information must designate the
peréon(s) to whom they would like the Highly Confidential Information disclosed in advance of
disclosure by t‘he providing party. Such designation may occur through the submission of the
non-disclosure agreement in the form which is attached hereto and incorporated herein as Exhibit
“B.” Parties seeking disclosure of Highly Confidential Information shall not designate more than
1)a reasonablie number of in-house attorneys who have direct responsibility for matters relating
to Highly Confidential Information; (2) five in-house experts; and (3) a reasonable number of
outside counsél and outside experts to review materials marked as “Highly Confidential.”
Disclosure of Highly Confidential Information to Commissioners, Hearing Officers and Staff
members shall be limited to persons to whom disclosure is necessary. The Exhibit “B” also shall
describe in det:ail the job duties or responsibilities of the person being designated to see Highly
Confidential Information and the person’s role in the proceeding. Highly Confidential
Information may not be disclosed to persons engaged in strategic or competitive decision making
for any party, lincluding, but not limited to, the sale or marketing or pricing of products or
services on behalf of any party.

Any party providing either Confidential Information or Highly Confidential
Information may object to the designation of any individual as a person who may review
Confidential Information and/or Highly Confidential Information. Such objection shall be made
in writing to co,unsel submitting the challenged individual’s Exhibit “A” or “B” within three (3)
business days after receiving the challenged individual’s signed Exhibit “A” or “B.” Any such
objection must demonstrate good cause to exclude the challenged individual from the review of

the Confidential Information or Highly Confidential Information. Written response to any

objection shall be made within three (3) business days after receipt of an objection. If, after
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receiving a written response to a party’s objection, the objecting party still objects to disclosure
of either Confidential Information or Highly Confidential Information to the challenged
individual, the Commission shall determine whether Confidential Information or Highly
Confidential Information must be disclosed to the challenged individual.

Copies of Highly Confidential Information may be provided to the in-house
attorneys, outslide counsel and outside experts who have signed Exhibit “B.” The n-house
experts who have signed Exhibit “B” may mspect, review and make notes from the in-house
attorney’s copiés of Highly Confidential Information.

:Persons authorized to review the Highly Confidential Information will maintain
the documents, and any notes reflecting their contents in a secure location to which only
designated cou;lsel and experts have access. No additional copies will be made, except for use
during hearings and then such disclosure and copies shall be subject to the provisions of Section
6. Any testimony or exhibits prepared that reflect Highly Confidential Information must be
maintained in the secure location until removed to the hearing room for production under seal.
Unless specifically addressed in this section, all other sections of this Protective Order applicable
to Confidential Information also apply to Highly Confidential Information.

6. If any party or non-party subject to this Order inadvertently fails to designate
documents as CONFIDENTIAL or HIGHLY CONFIDENTIAL in accordance with the provisions |
of this Order :when producing such documents, such failure shall not constitute a waiver of
confidentiality; provided the party or non-party who has produced the document shall notify the
recipient of the ‘document in writing within five (5) da;ls of discovery of such inadvertent failure to
designate the d:ocument as CONFIDENTIAL or HIGHLY CONFIDENTIAL. At that time, the

recipients will immediately treat the subject document as CONFIDENTIAL or HIGHLY
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CONFIDENTIAL. In no event shall the Authority be liable for any claims or damages resulting
form the disclosure of a document while not so designated as CONFIDENTIAL or HIGHLY
CONFIDENTL,AL. An inadvertent failure to designate a document as CONFIDENTIAL or
HIGHLY CONFIDENTIAL shall not, in any way, affect the Authority’s determination as to
whether the document is entitled to CONFIDENTIAL status.

7. if any party or non-party subject to this Order inadvertently fails to designate
documents as CONFIDENTIAL or HIGHLY CONFIDENTIAL in accordance with the provisions
of this Order when producing such documents and such failure is not discovered in time to provide
five (5) day notification to the recipient of the confidential nature of the documents referenced in the
paragraph above, the failure shall not constitute a waiver of confidentiality and a party by written
motion or by oral motion at a Pre-Hearing Conference called for the purpose or at the Hearing on
the merits may request designation of such documents as CONFIDENTIAL or HIGHLY
CONFIDENTIAL, and if the motion is granted by the Pre-Hearing Officer, Administrative Law
Judge, or the' Authority, the recipients shall immediately treat the subject documents as
CONFIDENTIAL or HIGHLY CONFIDENTIAL. The Tennessee Regulatory Authority, the Pre-
Hearing Officer or Administrative Law Judge may also, at his or her discretion, either before or
during the Pre-Hearing Conference or hearing on the merits of the case, allow information to be
designated CONFIDENTIAL or HIGHLY CONFIDENTIAL and treated as suchlin accordance
with the terms c;f this Order. |

8. Any papers filed in this proceeding that contain, quote, paraphrase, compile or
otherwise disclose documents covered by the terms of this Order, or any information contained
therein, shall be filed and maintained in the Authority’s Docket Room in sealed envelopes marked

CONFIDENTIAL or HIGHLY CONFIDENTIAL and labeled to reflect the style of this proceeding,
7



the docket nurrllber, the contents of the envelope sufficient to identify its subject matter, and this
Protective Order. Such envelopes shall be maintained in a locked filing cabinet. The envelopes
shall not be opéned or their contents reviewed by anyone except upon order of the Authority, Pre-
Hearing Ofﬁce::r,' or Administrative Law Judge after due notice to counsel of record.
Notwithstanding the foregoing, the Directors and the Staff of the Authority may review any
paper filed as iCONFIDENTIAL or HIGHLY CONFIDENTIAL without obtaining an order of
the Authority, Pre-Hearing Officer or Administrative Law Judge, provided the Directors and
Staff maintain the confidentiality of the paper in accordance with the terms of this Order.

9. Documents, information and testimony designated as CONFIDENTIAL or
HIGHLY CONFIDENTIAL, 1n accordance with this Order, may be disclosed in testimony at the
hearing of this proceeding and offered into evidence used in any hearing related to this action,
subject to the ’i‘ennessee Rules of Evidence and to such future orders as the Authority, the Pre-
Hearing Ofﬁcér, or the Administrative Law Judge may enter. Any party intending to use
documents, infqrmation, or testimony designated CONFIDENTIAL or HIGHLY CONFIDENTIAL
shall inform the producing party and the Authority, the Pre-Hearing Officer, or the Administrative
Law Judge, prijor to the hearing on the merits of the case in the manner designated previously in this
Order, of the proposed use; and shall advise the Authorty, the Pre-Hearing Officer, or the
Administrative Law Judge, and the producing party before use of such information during cross-
examination so that appropriate measures can be taken by the Authority, the Pre-Hearing Officer, or
the Administrative Law Judge, and/or requested by the producing party in order to protect the
confidential nature of the information.

10. Except for documents filed in the Authority Docket Room, all documents covered

by the terms of this Order that are disclosed to the requesting party shall be maintained separately in
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files marked CONFIDENTIAL or HIGHLY CONFIDENTIAL and labeled with reference to this
Order at the offices of the requesting party's counsel of record and returned to the producing party
pursuant to Paragraph 16 of this Order.

11. Nothing herein shall be construed as preventing any party from continuing to use
and disclose any information (a) that is in the public domain, or (b) that subsequently becomes part
of the public domain through no act of such party, or (c) that is disclosed to it by a third party, where
said disclosure does not itself violate any contractual or legal obligation, or (d) that is independently
developed by z; party, or (e) that is known or used by it prior to this proceeding. The burden of
establishing the existence of (a) through (e) shall be upon the party attempting to use or disclose
such information.

12. Any party may contest the designation of any document or information as
CONF]DENTIAL or HIGHLY CONFIDENTIAL by applying to the Authority, Pre-Hearing
Officer, Admirﬁstrative Law Judge or the courts, as appropriate, for a ruling that tile docurﬁents
information, or testimony should not be so treated. All documents, information and testimony
designated as CONFIDENTIAL or HIGHLY CONFIDENTIAL, however, shall be maintained as
such until the Authority, the Pre-Hearing Officer, the Administrative Law Judge, or a court orders
otherwise. A Motion to contest must be filed not later than ten (10) days prior to the Hearing on the
Merits. Any Reply from the Company seeking to protect the status of their CONFIDENTIAL
INFORMATION or HIGHLY CONFIDENTIAL INFORMATION must be recerved not later than
five (5) days prior to the Hearing on the Merits and shall be presented to the Authority at the
Hearing on the merts for a ruling.

13. Nothing in this Order shall prevent any party from asserting any objection to

discovery other than an objection based upon grounds of confidentiality.
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14.  Non-party witnesses shall be entitled to invoke the provisions of this Order by
designating information disclosed or documents produced for use in this action as
CONFIDENTIAL and by filing an appropriate motion with the Authority, in which event the
provisions of this Order shall govern the disclosure of information or documents provided by the
non-party witness. A non-party witness’ designation of information as CONFIDENTIAL OR
HIGHLY CONFIDENTIAL may be challenged under Paragraph 11 of this Order.

15.  No person authorized under the terms herein to receive access to documents,
information, or testimony designated as CONFIDENTIAL shall be granted access until such person
has complied with the requirements set forth in paragraphs 2 or 3 of this Order.

16. Any person to whom disclosure or inspection is made in violation of this Order shall
be bound by the terms of this Order.

17. 'Upon an order becoming final in this proceeding or any appeals resulting from such
an order, all the filings, exhibits and other materials and information designated CONFIDENTIAL
or HIGHLY CONFIDENTIAL and all copies thereof shall be returned to counsel for the party who
produced (or oﬁginally created) the filings, exhibits and other materials, within fifteen (15) days.
Counsel in possession of such documents shall certify to counsel for the producing party that all the
filings, exhibits and other materials, plus all copies or extracts from the filings, exhibits and other
materials, and all copies of the extracts from the filing, exhibits and other materials thereof have
been delivered to counsel for the producing party or destroyed.

18.  After termination of this proceeding, the provisions of this Order relating to the
secrecy and confidential nature of CONFIDENTIAL or HIGHLY CONFIDENTIAL

DOCUMENTS, information and testimony shall continue to be binding upon parties herein and
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their officers, employers, employees, agents, and/or others for five years unless this Order is vacated
or modified.

19. Nothiné herein shall prevent entry of a subsequent order, upon an appropriate
showing, requiring that any documents, information or testimony designated as CONFIDENTIAL
or HIGHLY CONFIDENTIAL shall receive protection other than that provided herein.

20.  That any party aggrieved with the Authority’s decision in this matter may file a
petition for Reconsideration with the Authority within (10) days from and after the date of this
Order.

21. :That any party aggrieved with the Authority’s decision in this matter has the night of
judicial review by filing a Petition for Review in the Court of Appeals for the State of Tennessee,

Middle Section at Nashville, within sixty (60) days from and after the date of this Order.

Hearing Officer
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EXHIBIT “A”
CONFIDENTIAL INFORMATION

I have read the foregoing Protective Order dated , 2005, in Docket No.

and agree to be bound by the terms and conditions of this Order.

Name

Employer

Job Title and Job Description

Business Address

Party

Signature

Date
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EXHIBIT “B”
HIGHLY CONFIDENTIAL INFORMATION

I have read the foregoing Protective Order dated , 2005, in Docket No.

and agree to be bound by the terms and conditions of this Order.

Name

Employer

Job Title and Job Description

Business Address

Party

Signature ;

Date
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